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GLOSSARY OF TERMS
“Additional Restaurants” means, at any time, Pizza Pizza Restaurants that were open on or prior to
December 31 of the previous year and Pizza 73 Restaurants that were open on or prior to September 1 of
the previous year and not permanently closed prior to the Adjustment Date and which were not previously
included in the Royalty Pool.
“Additional System Sales”, for Pizza Pizza Restaurants, means the amount of the additional System
Sales for the 52 week period commencing on the Adjustment Date resulting from the inclusion of the
Additional Restaurants in the Royalty Pool, net of any decrease in System Sales (as compared to the year
prior to the Adjustment Date) attributable to restaurants in the Royalty Pool which franchise territories
formerly included populations (in the year prior to the relevant Adjustment Date) now included in the territory
of the Additional Restaurant. For Pizza 73 Restaurants, “Additional System Sales” means the amount of the
additional Pizza 73 System Sales for the 52 week period commencing on the Adjustment Date resulting
from the inclusion of the Additional Restaurants in the Pizza 73 Royalty Pool, net of any decrease in
Pizza 73 System Sales attributable to restaurants in the Pizza 73 Royalty Pool, whose territories formerly
included populations now included in the territory of the Additional Restaurant. For this purpose, the
decrease in Pizza 73 System Sales attributable to an Adjusted Restaurant will be netted from the
additional Pizza 73 System Sales on the Step-Out Adjustment Date. The decrease in Pizza 73 System
Sales of an Adjusted Restaurant shall be determined as the difference, if any, between (i) the Pizza 73
System Sales attributable to that restaurant for a 52 week period ending at the end of the month
preceding the effective date of its territory change, and (ii) the actual Pizza 73 System Sales for that
Adjusted Restaurant in the year preceding the Step Out Adjustment Date.
“Adjusted Restaurant” has the meaning ascribed thereto under “Licence and Royalty ― Adjustments to
the Royalty Pools and Payments Made under the Licence and Royalty Agreements ― Adjustments to the
Pizza 73 Royalty Pool”.
“Adjustment Date” means January 1 of each calendar year.
“Administration Agreement” means the amended and restated administration agreement, entered into
between the Company and the Partnership in connection with the Conversion, pursuant to which the
Partnership agreed to provide or arrange for the provision of services required for the administration of the
Company.
“affiliate” has the meaning set out in Ontario Securities Commission Rule 45-501.
“Amended and Restated General Security Agreement” means the amended and restated general
security agreement dated July 24, 2007, as amended April 4, 2008 and June 3, 2009, and as amended and
restated in connection with the Conversion, granted to the Partnership by PPL and each of its subsidiaries
that owns a Pizza Pizza or Pizza 73 restaurant over certain assets of PPL and each of these subsidiaries, to
secure payment of the Royalty and all of the obligations of PPL under the Licence and Royalty Agreements.
“associate” has the meaning set out in the Securities Act.
“CBCA” means the Canada Business Corporations Act.
“CRA” means the Canadian Revenue Agency.
“CDS” means CDS Clearing and Depository Services Inc.
“Class A LP Units” means the Class A limited partnership units of the Partnership.
“Class B Exchange Multiplier” means the number of Shares into which a Class B Unit is exchangeable
from time to time.

-6“Class B Units” means the Class B ordinary partnership units of the Partnership held by the Company or
any Related Party.
“Class C Distribution” means the aggregate cumulative preferential cash distribution to be paid on the
Class C LP Units equal each month to $0.05 per Class C LP Unit multiplied by the number of issued and
outstanding Class C LP Units, as the case may be. See “Description of the Partnership — Partners and
Partnership Securities”.
“Class C LP Units” means the Class C limited partnership units of the Partnership.
“Class D Exchange Multiplier” means the number of Shares into which a Class D Unit is exchangeable
from time to time.
“Class D Units” means the Class D ordinary partnership units of the Partnership held by the Company or
any Related Party.
“Closed Restaurants” means Pizza Pizza and Pizza 73 Restaurants that were included in the Royalty
Pool during the immediately preceding fiscal year but which have been permanently closed prior to the
Adjustment Date.
“Company” means Pizza Pizza Royalty Corp., or PPRC, and includes, where the context requires, its
consolidated subsidiaries.
“CRFA” means the Canadian Restaurant and Foodservices Association.
“Current Market Price of a Share” means as at any date or for any period, the Weighted Average Price at
which the Shares have traded on a Stock Exchange during the period of 20 consecutive trading days ending
on the fifth trading day before such date or the end of such period.
“Determined Amount” has the meaning ascribed thereto under “Licence and Royalty — Adjustments to
the Royalty Pool and Payments Made Under the Licence and Royalty Agreements — Adjustments to the
Pizza Pizza Royalty Pool”.
“Directors” means directors of Pizza Pizza Royalty Corp.
“Distributable Cash” means EBITDA (“Earnings before income tax, depreciation and amortization”) less
net interest expense and cash taxes.
“EBITDA” means net earnings before income tax, depreciation and amortization
"Exchange Agreement" means the exchange agreement dated July 6, 2005 entered into among the Fund,
the Trust, the Company, Pizza Pizza GP and certain holders of exchangeable securities, as amended and
restated on July 24, 2007 and further amended and restated in connection with the Conversion.
“Exchange Rights” means, in respect of Class B Units and Class D Units, the right of a Holder to
exchange one Class B Unit for the number of Company Shares equal to the Class B Exchange Multiplier
applicable at the date of such exchange, or one Class D Unit for the number of Shares equal to the Class D
Exchange Multiplier applicable at the date of such exchange.
“Fiscal Year” means the 12 months ending on December 31 of that year.
“Franchisees” means the franchisees of Pizza Pizza Restaurants pursuant to the franchise agreements.
"Fund" means Pizza Pizza Royalty Income Fund, an unincorporated open-ended limited purpose trust
established under the laws of the Province of Ontario.
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"Governance Agreement" means the governance agreement dated July 6, 2005 entered into among the
Fund, the Trust, Pizza Pizza GP, the Company, and certain holders of exchangeable securities, as
amended and restated on July 24, 2007, and as further amended and restated in connection with the
Conversion.
“GP Shares” means the common shares in the capital of Pizza Pizza GP.
"GP Units" means the ordinary general partnership securities of the Partnership.
"Licence and Royalty Agreements" refers, collectively, to the Pizza Pizza Licence and Royalty
Agreement and the Pizza 73 Licence and Royalty Agreement, each as amended from time to time.
"Limited Partnership Agreement" means the limited partnership agreement dated June 22, 2005
entered into between Pizza Pizza GP Inc. and PPL, as initial limited partner, by which the Partnership is
governed, which agreement was amended and restated on July 24, 2007, amended on May 19, 2009 and
December 15, 2011 (effective January 2, 2011), and as further amended and restated in connection with
the Conversion.
"Liquidation Distribution" means the distribution of assets of the Partnership upon the liquidation,
distribution or winding-up of the Partnership.
"Management" means senior management of PPL.
"Net sales" means sales net of franchisee discounts, promotions and sales taxes.
"Owner/Operator" means a shareholder of a Pizza 73 Unit Company (other than PPL or a subsidiary) and
being the person, other than a subsidiary of PPL, identified as an operator pursuant to a Unanimous
Shareholder Agreement, and includes a designated nominee of such Operator named in the Unanimous
Shareholder Agreement.
"Partnership" means Pizza Pizza Royalty Limited Partnership, a limited partnership formed under the laws
of the Province of Ontario pursuant to the Limited Partnership Agreement.
"Partnership Securities" means, collectively, the GP Units, Class A LP Units, Class B Units, Class C LP
Units and Class D Units in the capital of the Partnership.
"Partnership Special Resolution" means, in respect of matters pertaining to the governance,
management and affairs of the Partnership, a resolution of the board of directors of Pizza Pizza GP that is
consented to by each of the Company and PPL; provided that if such a resolution is not approved by Pizza
Pizza GP, PPL may require the Company to seek the approval of such a resolution by a majority vote of the
Company’s shareholders.
"Payment Period" means each month within any Fiscal Year.
"Pizza 73 Licence and Royalty Agreement" means the licence and royalty agreement, as amended from
time to time, entered into between the Partnership and the Company at the closing of the Pizza 73
acquisition pursuant to which the Partnership granted a 99 year licence of the Pizza 73 Rights to the
Company and the Company agreed to pay the Pizza 73 Royalty.
"Pizza 73 Marks" means all trademarks that are registered or the subject of pending applications for
registration under the Trade-marks Act (Canada) and other unregistered trademarks, trade dress,
distinguishing guises, logos, slogans, brand names, domain names, commercial symbols and other
indicia of origin used in connection with the Pizza 73 Business.
"Pizza 73 Restaurants" means any retail outlets dedicated to the sale of pizza and retail products
currently or in the future, directly or indirectly, owned and operated by Pizza 73, a Unit Company, the
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Fund or the Company or their respective affiliates, licensees, partners, or subsidiaries in Canada and
including any retail outlets directly or indirectly authorized to be operated by a Unit Company under a
Unanimous Shareholder Agreement, provided, in any such case, that such retail outlet uses and displays
in its operation any of the Pizza 73 Marks.
"Pizza 73 Rights" means all intellectual property rights, whether registered or not, including the Pizza 73
Marks and all goodwill associated therewith, all know-how and related technical knowledge and all other
proprietary rights pertaining to or used in connection with the Pizza 73 business, including all copyrights,
trade names, business names, trade secrets, confidential information, uniform standards, methods,
systems and procedures for establishment, construction, design, operation or marketing of Pizza 73
Restaurants using certain types of equipment, supplies, ingredients, recipes, merchandising, advertising
and business techniques, together with the rights to order phone numbers and order website domain
names that are currently owned by Pizza 73 and used in connection with the operation of Pizza 73
Restaurants, and all copyrights in the operations manuals and similar manuals or documents for the Unit
Companies, as amended from time to time, as well as all copyrights in all menus and advertising and
promotional materials. For greater certainty, the Pizza 73 Rights do not include the hardware, software,
operating technology or other intellectual property used in connection with Pizza 73’s single number
ordering system.
"Pizza 73 Royalty" means the royalty and other amounts payable by the Company under the Pizza 73
Licence and Royalty Agreement for the exclusive licence to use the Pizza 73 Rights in Canada for 99
years.
"Pizza 73 Royalty Pool" means, in any period, all Pizza 73 Restaurants for which Pizza 73 System
Sales is to be determined for such period.
"Pizza 73 System Sales" means the gross sales of Pizza 73 Restaurants in respect of which the Pizza
73 Royalty is payable. The term ‘‘gross sales’’ means (i) the gross sales of all Pizza 73 Restaurants in
Canada; and (ii) the gross sales reported to the Company by Pizza 73 Restaurants which are subject to a
Unanimous Shareholder Agreement with the Company or its subsidiaries, without audit or other form of
independent assurance, in the case of both (i) and (ii), excluding sales and goods and services tax or
similar amounts levied by any governmental or administrative authority.
"Pizza Pizza GP" means Pizza Pizza GP Inc., a corporation incorporated under the laws of Canada.
"Pizza Pizza Licence and Royalty Agreement" means the licence and royalty agreement, as amended
from time to time, entered into between the Partnership and the Company on the closing of the Fund’s initial
public offering pursuant to which the Partnership granted a 99 year licence of the Pizza Pizza Rights to the
Company and the Company agreed to pay the Royalty for use of the Pizza Pizza trademarks and rights.
"Pizza Pizza Marks" means all trademarks that are registered or the subject of pending applications for
registration under the Trade-marks Act (Canada) and other unregistered trade-marks used by the Company
in connection with its Pizza Pizza restaurant business.
"Pizza Pizza Restaurants" refers to the pizza quick service restaurants operated by the Company and its
franchisees or licensees in Canada, and also includes any Chicken Chicken restaurant included in the
Royalty Pool.
"Pizza Pizza Rights" means the Pizza Pizza Marks and all goodwill associated therewith and the
copyrights, the trade names, trade secrets, methods, systems and procedures for the construction, design
or operation of Pizza Pizza Restaurants using certain types of equipment, supplies, ingredients, recipes,
merchandising, advertising and business techniques, together with the rights to order phone numbers and
order website domain names that are currently owned by Pizza Pizza and used in connection with the
operation of Pizza Pizza Restaurants. For greater certainty, the Pizza Pizza Rights will not include the
hardware, software, operating technology or other intellectual property used in connection with the
Company's single number ordering system.
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"Pizza Pizza Royalty" means the royalty and other amounts payable by Pizza Pizza under the
Pizza Pizza Licence and Royalty Agreement for the exclusive license to use the Pizza Pizza Rights in
Canada for 99 years.
"Pizza Pizza Royalty Pool" means, in any period, all Pizza Pizza Restaurants for which Pizza Pizza
System Sales is to be determined for such period.
"Pizza Pizza System Sales" is the basis on which the Pizza Pizza Royalty is payable; it means the gross
sales of Pizza Pizza Restaurants in respect of which the Pizza Pizza Royalty is payable. The term ‘‘gross
sales’’ here refers to the gross sales of: (i) the corporate Pizza Pizza Restaurants in Canada owned by
Pizza Pizza; and (ii) the amount of gross sales reported to the Company by franchised Pizza Pizza
Restaurants in Canada, without audit or other form of independent assurance, in the case of both (i) and
(ii), excluding (i) sales and goods and services tax or similar amounts levied by any governmental or
administrative authority, (ii) initial or renewal franchise fees charged by the Company upon the
establishment or renewal of franchises and franchise agreements, and (iii) revenue from Companyapproved national promotions and discounts.
"PPL” means Pizza Pizza Limited, the private operating company and includes, where the context requires,
its consolidated subsidiaries.

"PPL Loan" means the loan to PPL in the aggregate amount of $30,000,000, which was acquired by the
Trust on July 6, 2005 and repaid in connection with the Conversion.
“PPRC” means Pizza Pizza Royalty Corp. or the Company.
“QSR” means quick service restaurant.
"Related Parties" means the Estate of Michael Overs, the holders as at July 6, 2005 of the beneficial
interest in the Company, and management from time to time of PPL, or any corporation or other entity in
which they or any of their associates (or other family members) has a direct or indirect equity interest of 50%
or greater, or an associate or affiliate of any of them.
"Royalty" means the royalty and other amounts payable by the Company under the Licence and Royalty
Agreements for the exclusive licence to use the Pizza Pizza Rights and Pizza 73 Rights in Canada for
99 years.
"Royalty Pool" means, in any period, all Pizza Pizza and Pizza 73 Restaurants for which System Sales is
to be determined for such period, as described under "Licence and Royalty — The Pizza Pizza and Pizza
73 Royalty".
"Same Restaurant Sales Growth" means the increase in annual gross revenue of a particular Pizza Pizza
or Pizza 73 restaurant as compared to sales in the previous year, where the restaurant was open at least
13 months in each year. Additionally, for a Pizza 73 restaurant whose Restaurant Territory was adjusted due
to an Additional Restaurant, the Step-Out payment is added to sales to arrive at same store sales.
"Securities Act" means the Securities Act (Ontario).
“Shareholders” means, at the relevant time, the holders of the Company’s Shares.
“Shares” means the common shares of the Company.
"SIFT Tax" means an entity level tax imposed on Canadian publicly traded income trusts under the Tax Act.

- 10 "Step Out Adjustment Date" has the meaning described under ‘‘The Pizza 73 Acquisition —
Adjustments to the Pizza 73 Royalty Pool and Payments Made under the Pizza 73 Licence and Royalty
Agreement’’.
"Step Out Payment" means a payment calculated as the difference between the average monthly Pizza
73 Royalty payment attributable to that Adjusted Restaurant in the 12 months immediately preceding the
month in which the territory reduction occurs, less the Pizza 73 Royalty payment attributable to the
restaurant in the current month. One limitation of the vend-in arrangements for a new Pizza 73
Restaurant that is opened as a result of such a territory adjustment is that the sales of this restaurant
(upon which the vend-in price received by the Company is based, when the new restaurant is added to
the Pizza 73 Royalty Pool as an Additional Restaurant) may include growth in sales of the existing Pizza
73 Restaurant that would have been achieved in the absence of the new restaurant. The Step Out
Payment will maintain monthly Pizza 73 Royalty payments in respect of an affected Pizza 73 Restaurant
for a maximum of 23 months following a reduction of its territory, but will not offset any adverse impact on
the growth prospects of the affected restaurant or the Pizza 73 Royalty income foregone as a
consequence of such reduced growth (although the Pizza 73 System Sales of the new restaurant will be
subject to inclusion in the Pizza 73 Royalty Pool as an Additional Restaurant on a subsequent Adjustment
Date).
"Stock Exchange" means a stock exchange recognized by the Ontario Securities Commission for such
purposes, and where the Shares have traded on more than one Stock Exchange during the relevant period,
means the stock exchange where the greatest volume of Shares/units traded during the relevant period.
"Subsidiary" has the meaning set out in the Securities Act and includes a partnership or other entity.
"System Sales" is the basis on which the Royalty is payable; it means, collectively, Pizza Pizza System
Sales and Pizza 73 System Sales in respect of which the Royalty is payable.
"Tax Act" means the Income Tax Act (Canada) and regulations there under, as amended.
"Trust" means Pizza Pizza Holdings Trust, a limited purpose trust established under the laws of Ontario.
"TSX" means the Toronto Stock Exchange.
"Unanimous Shareholders Agreements" means, collectively, the unanimous shareholder agreements,
consulting agreements, operator’s agreements and the registered user agreements or licence agreements,
as the case may be, which govern the operation of the Unit Companies.
"Unit Company" means a Pizza 73 unit company that is co-owned by the Company and an
Owner/Operator pursuant to a Unanimous Shareholders Agreement, each of which is currently a
corporation incorporated under the laws of the Provinces of Alberta or British Columbia, or extra-provincially
registered in Saskatchewan or Ontario as applicable.
"U.S. Securities Act" means the United States Securities Act of 1933, as amended.
"weighted average price" means, for any period, the amount obtained by dividing the aggregate sale price
of all of the Units traded on the relevant Stock Exchange during such period divided by the total number of
Units so traded.
"Year End" means December 31.
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EXPLANATORY NOTES
All information contained in this Annual Information Form is presented as of December 31, 2012 unless
otherwise indicated. All dollar amounts are stated in Canadian currency unless otherwise stated.
Reference is made to the Glossary of Terms for the meaning of certain defined terms.
Certain statements in this Annual Information Form may constitute “forward-looking” statements, which
involve known and unknown risks, uncertainties and other factors that may cause the actual results,
performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. When used in this Annual
Information Form, such statements include such words as “may”, “will”, “expect”, “believe”, “plan”, and
other similar meaning in conjunction with a discussion of future operating or financial performance. These
statements reflect management’s current expectations regarding future events and operating
performance and speak only as of the date of this Annual Information Form. The Company does not
intend to or assume any obligation to update any such forward looking statements, whether as a result of
new information, future events or otherwise, except as required by applicable securities laws. These
forward-looking statements involve a number of risks and uncertainties. The following are some factors
that could cause actual results to differ materially from those expressed in or underlying such forwardlooking statements: competition, changes in demographic trends, changing consumer preferences and
discretionary spending patterns, changes in national and local business and economic conditions,
legislation and governmental regulation, accounting policies and practices, and the results of operations
and financial condition of PPL. The foregoing list of factors is not exhaustive. For a description of these
and other factors that may impact the Company, see also “Risk Factors”.

COMPANY STRUCTURE
The Company
The Company is governed by the Business Corporations Act (Ontario) (the “OBCA”) pursuant to its
articles of incorporation dated April 4, 2012. The Company’s common shares are traded on the Toronto
Stock Exchange (“TSX”) under the stock symbol “PZA”. The registered and head office of the Company is
located at 500 Kipling Avenue, Toronto, Ontario, M8Z 5E5.
On December 31, 2012, the Fund completed its conversion from an income trust to a corporation (the
“Conversion”). Pursuant to a plan of arrangement under the OBCA, the Company issued Shares to the
unitholders of the Fund in exchange for units of the Fund on a one-for-one basis. Immediately subsequent
to the Conversion, the Trust and the Fund were dissolved and their assets and liabilities were assumed
by the Company. See “General Development of the Business - Conversion to a Corporation”. The
Conversion was accounted for as a continuity of interests.
The Company, indirectly through the Partnership, owns the trademarks and trade names used by PPL in
its Pizza Pizza and Pizza 73 restaurants. The Pizza Pizza trademarks and other intellectual property (the
“Pizza Pizza Rights”) were licensed to PPL in 2005 for 99 years, for which PPL pays the Partnership a
royalty equal to 6% of the System Sales of its Pizza Pizza restaurants in the Royalty Pool. On July 24,
2007, the Partnership acquired the trademarks and other intellectual property of Pizza 73 (the “Pizza 73
Rights”) from Pizza 73 Inc. and licensed them to PPL for 99 years, for which PPL pays a royalty equal to
9% of the System Sales of the Pizza 73 restaurants in the Royalty Pool. For the year 2012, the Royalty
Pool consists of 601 Pizza Pizza restaurants and 89 Pizza 73 restaurants. The Company owns all of the
Class A LP and Class C LP Units. The Company receives, indirectly, payments of the Royalty through the
Partnership. The Company makes monthly cash dividend payments to its Shareholders funded by
Partnership distributions on its Class A LP and Class C LP Units less estimated amounts required for the
payment of taxes and other expenses. See “Description of the Company — Dividends”.
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Organizational Structure
The following chart illustrates the organizational structure of the Company and its subsidiaries as at
December 31, 2012, following the completion of the Conversion. See “Description of the Partnership –
Exchange Rights” and “Licence and Royalty – Adjustments to the Royalty Pools and Payments Made Under
the Licence and Royalty Agreements”.

Shareholders

Pizza Pizza Limited
(Ontario)
and subsidiaries

Pizza Pizza
Royalty Corp.
(Ontario)

26.5% of GP
Common Shares

Licence and
Royalty
Agreements

100% of Class B
Units and Class D
Units (combined
26.5% effective
interest)(1)

73.5% of GP
Common Shares

Pizza Pizza GP
Inc.
(Canada)

100% of Class A LP
Units and Class C LP
Units
(73.5% effective
interest)

100% of GP
Units

Pizza Pizza Royalty Limited Partnership
(Ontario)

Bank
Indebtedness

Pizza Pizza
Rights and
Pizza 73 Rights

(1)

A holder of Class B Units has the right to exchange one Class B Unit indirectly for that number of Shares equal to the Class B
Exchange Multiplier applicable at the date of exchange. If, as of December 31, 2012, all Class B Units held by the Company
were exchanged for Shares, this would represent a 21.3% equity interest in the Company. A holder of Class D Units has the
right to exchange one Class D Unit indirectly for that number of Shares equal to the Class D Exchange Multiplier applicable at
the date of exchange. If, as of December 31, 2012, all Class D Units held by PPL were exchanged for Shares, this would
represent a 5.2% equity interest in the Company. As the number of restaurants included in the Royalty Pool increases, the
number of Shares into which Class B and Class D Units are exchangeable will also increase. See “Licence and Royalty –
Adjustments to the Royalty Pools and Payments Made Under the Licence and Royalty Agreements”. Following the vend-in of
restaurants on January 1, 2013, PPL holds Class B and Class D Units which, if exchanged for Shares, would represent a
27.1% interest in the Company.
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The Fund
Prior to December 31, 2012, the Fund was an unincorporated, open-ended, limited purpose trust
established under the laws of Ontario pursuant to an amended and restated declaration of trust dated
June 24, 2005, as amended on July 24, 2007 and December 31, 2012. Immediately subsequent to the
Conversion, the Trust and the Fund were dissolved and their assets and liabilities were assumed by the
Company. See “General Development of the Business - Conversion to a Corporation”
The Trust
Prior to December 31, 2012, the Trust was an unincorporated limited purpose trust established under the
laws of the Province of Ontario pursuant to a declaration of trust dated June 24, 2005, as amended on
December 31, 2012. Immediately subsequent to the Conversion, the Trust and the Fund were dissolved
and their assets and liabilities were assumed by the Company. See “General Development of the
Business - Conversion to a Corporation”
The Partnership
The Partnership is a limited partnership formed under the Limited Partnerships Act (Ontario) pursuant to the
Limited Partnership Agreement. The principal and head office of the Partnership is located at 500 Kipling
Avenue, Toronto, Ontario, M8Z 5E5. Pizza Pizza GP is the managing general partner of the Partnership.
The Company is the sole limited partner of the Partnership, holding all of the Class A and Class C LP Units,
and PPL is the general partner of the Partnership, currently holding all of the Class B and Class D Units.
See “Description of the Partnership”.
The Partnership acquired the Pizza Pizza Rights from PPL on the closing of the Fund’s initial public offering.
In 2007, the Partnership acquired the Pizza 73 Rights from Pizza 73 Inc. The business of the Partnership is
the ownership and licensing of the Pizza Pizza Rights and the Pizza 73 Rights, the taking of actions
consistent with the Licence and Royalty Agreements to exploit, to the fullest extent possible, the use of the
Rights by Pizza Pizza, the collection of the Royalty payable to the Partnership under the Licence and
Royalty Agreements, and the administration of the Company pursuant to the Administration Agreement.
Pizza Pizza GP Inc.
Pizza Pizza GP is a corporation incorporated under the Canada Business Corporations Act. The principal
and head office of Pizza Pizza GP is located at 500 Kipling Avenue, Toronto, Ontario, M8Z 5E5.
Pizza Pizza GP is the managing general partner of the Partnership with authority to manage and control the
business and affairs of the Partnership. As of December 31, 2012, it is owned 73.5% by the Company and
26.5% by PPL. The Company is entitled to designate five of the eight directors of Pizza Pizza GP and PPL
is entitled to designate the other three directors. See “Management and Corporate Governance of
Pizza Pizza GP”.
Pizza Pizza Limited
PPL, a private operating company, was amalgamated with Pizza 73 Inc. under the Business Corporations
Act (Ontario) pursuant to Articles of Amalgamation dated July 24, 2007. The registered and head office of
PPL is located at 500 Kipling Avenue, Toronto, Ontario, M8Z 5E5. PPL is the successor to a corporation
initially incorporated in 1967. PPL operates the Pizza Pizza and Pizza 73 quick service restaurant systems
using the Pizza Pizza Rights and the Pizza 73 Rights as permitted under the Licence and Royalty
Agreements. PPL owns Class B and Class D Units representing approximately an effective 26.5% interest
in the Partnership at December 31, 2012.
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GENERAL DEVELOPMENT OF THE BUSINESS
Conversion to a Corporation
At the Fund's annual and special meeting of unitholders held May 30, 2012 in Toronto, Ontario,
unitholders of the Fund approved the Conversion. The special resolution was adopted with 99.7 per cent
of the units voted at the meeting voting in favor. The Ontario Superior Court of Justice approved the
Conversion, which became effective on December 31, 2012.
Under the Conversion, the units of the Fund held by unitholders were transferred to the Company in
consideration for Shares on the basis of one Share for each unit so transferred. As a result, on December
31, 2012, immediately after the completion of the Conversion, there were 21,818,392 Shares issued and
outstanding.
The Shares commenced trading on the TSX on January 2, 2013 under the symbol “PZA”; the units of the
Fund were delisted from the TSX on January 2, 2013.
The following documents describing the Conversion were filed on SEDAR and are available under the
Company´s profile at www.sedar.com:
(a) press release dated March 28, 2012 announcing the Conversion and the annual and special meeting
of unitholders of the Fund on May 30, 2012 and planned dividend policy;
(b) management information circular of the Fund dated April 26, 2012 prepared in connection with the
annual and special meeting of unitholders of the Fund;
(c) press release dated May 30, 2012 announcing the results of the special meeting of unitholders of the
Fund;
(d) press release dated December 18, 2012 announcing a cash distribution and that the Fund will convert
to a corporate structure on December 31, 2012 in accordance with a final order issued by the Ontario
Superior Court of Justice on June 4, 2012;
(e) material change report of the Fund dated December 28, 2012;
(f) certificate of arrangement of the Company dated December 31, 2012; and
(g) notice of change in corporate structure of the Fund and the Company dated January 2, 2013.
Three Year History
The Company’s sole business is carried on through the Partnership. The Partnership’s revenue is based
on collecting a 6% royalty on Pizza Pizza restaurant System Sales and 9% on Pizza 73 restaurant
System Sales included in the Royalty Pool.
Immediately following the transfer of the Pizza Pizza Rights to the Partnership in July 2005, the
Partnership granted to PPL a licence to use the Pizza Pizza Rights for a term of 99 years as long as such
party is not in default under its obligations under the Pizza Pizza Licence and Royalty Agreement, and the
right to grant sub-licences of such rights to their subsidiaries and the Franchisees. PPL pays the
Partnership the Royalty equal to 6% of System Sales of designated Pizza Pizza Restaurants. The Pizza
Pizza Restaurants for which System Sales are to be determined from time to time (the “Pizza Pizza
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Royalty Pool”) is adjusted as of January 1 of each year to reflect any net change in System Sales from
the addition of new Pizza Pizza Restaurants and the removal of closed Pizza Pizza Restaurants.

Following the purchase of the Pizza 73 Rights by the Partnership in July 2007, the Partnership granted PPL
a license to use the Pizza 73 Rights and to sublicense the Pizza 73 Rights to its subsidiaries, for a term of
99 years pursuant to the Pizza 73 License and Royalty Agreement. In consideration of the Pizza 73 license,
PPL pays the Partnership the Pizza 73 Royalty equal to 9% of System Sales of all designated restaurants.
The restaurants for which System Sales are to be determined from time to time (the “Pizza 73 Royalty
Pool”) is adjusted as of January 1 of each year to reflect any new change in systems sales from the addition
of new Pizza 73 Restaurants and the removal of closed Pizza 73 Restaurants.
Payment of the Royalty to the Partnership is secured by a security interest, subject to certain exceptions,
in all of the present and after acquired property of PPL, pursuant to the Amended and Restated General
Security Agreement. See “Licence and Royalty”.
Over the last three financial years the Royalty Pool has increased from 674 restaurants in 2010 to 690
restaurants in 2012. For the financial year ended December 31, 2012, the Royalty was determined on
the basis of the System Sales from 601 Pizza Pizza Restaurants and 89 Pizza 73 Restaurants. Royalty
Pool Sales for these Pizza Pizza and Pizza 73 Restaurants for the year ended December 31, 2012 were
approximately $402,068,000 for Pizza Pizza and $79,451,000 for Pizza 73, for a total of $481,519,000.
On January 1, 2013 the Royalty Pool increased to 694 restaurants, including Pizza Pizza Restaurants
and Pizza 73 Restaurants.

Recent Developments
January 1, 2012 Royalty Pool Vend-in: On January 1, 2012, six net Pizza Pizza restaurants were
removed from the Royalty Pool as a result of nine new restaurants opening and fifteen closing from
January 1, 2012 to December 31, 2012. The additional system sales from the nine new restaurants were
estimated at $4,146,000 annually less sales of $3,863,000 from fifteen permanently closed Pizza Pizza
restaurants resulting in net estimated Pizza Pizza sales of $283,000 added to the Royalty Pool. The total
number of Pizza Pizza restaurants in the Royalty Pool decreased to 601. The yield of the Fund units was
determined to be 8.1063% calculated using $8.65 as a weighted average unit price. Weighted average
unit price was calculated based on the market price of the units traded on the TSX during the period of
twenty consecutive days ending on the fifth trading day before January 1, 2012. As a result of the
contribution of the additional net sales to the Royalty Pool, Pizza Pizza’s Class B Exchange Multiplier
increased fractionally by 80% of the total adjustment or 0.00314; the new Class B Exchange Multiplier
was 1.55619. This adjustment was also increased the entitlement of the holders of the Class B Units to
distributions of cash and allocations of income from the Partnership. The second adjustment to the Class
B Exchange Multiplier was adjusted to be effective January 1, 2012, once the actual performance of the
new restaurants was determined in early 2013.
In addition, on January 1, 2012, one new Pizza 73 restaurant was added to the Royalty Pool as a result of
new restaurants opening between September 1, 2011 and September 1, 2012. The forecasted additional
System Sales from the one new non-traditional restaurant was estimated at $25,000 annually. During the
period, no restaurants were added to the Royalty Pool whose territory adjusted a previously existing
restaurant. The total number of Pizza 73 restaurants in the Royalty Pool increased to 89. The yield of
and the weighted average unit price used in the calculation of the Class D Exchange Multiplier was
determined in the same manner as that of the Class B Exchange Multiplier calculation at 8.1063% and
$8.65, respectively. As a result of the contribution of the additional net sales to the Royalty Pool,
Pizza Pizza’s Class D Exchange Multiplier increased fractionally by 80% of the total adjustment or
0.01699; the new Class D Exchange Multiplier was 15.47131. Once the actual performance of the new
restaurant was determined in early 2013, the Class D Exchange Multiplier was further adjusted to be
effective January 1, 2012.
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In January, an independent audit of the Royalty Pool System Sales is reported each year. The purpose of
this audit is to compare actual royalty revenue from the Royalty Pool to the reported royalty revenue of
the Fund. The results of the audit can be found in the Company’s MD&A.
PPL Loan Repaid
As part of the Conversion, at December 31, 2012, PPL transferred all of its Class C units of the
Partnership to the Trust in repayment of the PPL Loan. The Class C units were subsequently acquired by
the Partnership and cancelled in exchange for the issuance to the Trust by the Partnership of 3,000,000
Class C LP Units of the Partnership in accordance with the Exchange Agreement.

DESCRIPTION OF THE BUSINESS
The Company
The Company owns, through the Partnership, the Pizza Pizza and Pizza 73 Rights. The Company does
not conduct an active business and has no employees. The Company receives the benefit of Pizza Pizza
and Pizza 73 Royalties payable by PPL under the Pizza Pizza Licence and Royalty Agreement and the
Pizza 73 Licence and Royalty Agreement indirectly through its interests in the Partnership. The Company
has entered into the Administration Agreement with the Partnership pursuant to which the Partnership
provides or arranges for the provision of services required in the administration of the Company. See
“Description of the Company - Company Administration”.
The Partnership
The business of the Partnership is the ownership of the Pizza Pizza and Pizza 73 Rights, which includes the
taking of actions consistent with the Pizza Pizza Licence and Royalty Agreement and the Pizza 73 Licence
and Royalty Agreement to exploit, to the fullest extent possible, the use of the Pizza Pizza and Pizza 73
Rights by the Company. The Partnership collects the Royalty payable under these agreements. The
Partnership also administers the affairs of the Company. The Partnership is governed by the Limited
Partnership Agreement.
Under the Licence and Royalty Agreements, the Partnership has the contractual right to control the
character and quality of the wares produced or services delivered by PPL, the Franchisees, the
Owner/Operators, and other sub-licencees, and to require that the Pizza Pizza and Pizza 73 Rights be
used by PPL, the Owner/Operators, the Franchisees and other sublicencees in a manner that enhances
the reputation of the Pizza Pizza and Pizza 73 Rights. Under the Licence and Royalty Agreements, the
Partnership is entitled to:


in addition to protecting and enhancing the reputation associated with the Pizza Pizza and Pizza
73 Rights, contract with PPL for the inspection by PPL of the use of the Pizza Pizza and Pizza 73
Rights by its Owner/Operators, Franchisees or other sub-licencees to ensure that PPL and its
Owner/Operators, Franchisees or other sub-licencees are protecting and enhancing the
reputation associated with the Pizza Pizza and Pizza 73 Rights;



obtain, on a quarterly basis, a certificate from officers of PPL to the effect that it is using the
Pizza Pizza and Pizza 73 Rights in accordance with the Licence and Royalty Agreements and
indicating the steps and processes implemented and undertaken to ensure compliance with such
agreements;



require PPL to submit a report, on a quarterly basis, detailing the use of the Pizza Pizza and
Pizza 73 Rights in the quarter, including details of all sub-licences of the Pizza Pizza and Pizza
73 Rights granted by PPL to the Franchisees, the Owner/Operators or other sub-licencees during
the quarter;
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create new products, wares and offerings which are not subject to the Licence and Royalty
Agreements;



establish the standards governing the character and quality of the wares produced or services
delivered, and the manner of use of the Pizza Pizza and Pizza 73 Rights, by PPL, the
Franchisees, the Owner/Operators and other sub-licencees; and



require PPL to submit to the Partnership for prior written approval any proposed use of the
Pizza Pizza and Pizza 73 Rights by PPL, Franchisees and other sub-licencees with any new
wares or services not expressly permitted under the Licence and Royalty Agreements.

The Pizza Pizza Rights
The Partnership owns the Pizza Pizza Rights, including the trade-marks registered under the Trademarks Act (Canada) and, unregistered trade-marks used in connection with Pizza Pizza restaurant
business and all goodwill associated therewith. The following are the primary trademarks, service marks,
trade names, logos, advertising and other commercial symbols (the “Pizza Pizza Marks”) forming part of
the Pizza Pizza Rights:

Trademarks

Registration or
Application Number

967-1111.....................................................................................................
TMA428709
967-11-11 (Design) ....................................................................................
TMA280430
HOT & FRESH & Design ...........................................................................
1115817
HOT & FRESH PIZZA PIZZA & Design ....................................................
1115815
PIZZA PIZZA & Design ..............................................................................
TMA488817
PIZZA PIZZA & Design ..............................................................................
TMA489035
PIZZA PIZZA & Design ..............................................................................
TMA489038
PIZZA PIZZA ..............................................................................................
TMA278516
CHICKEN CHICKEN ..................................................................................
TMA380598

Registration or
Application Date
June 17, 1994
June 17, 1983
September 17, 2001
September 17, 2001
January 30, 1998
February 2, 1998
February 2, 1998
April 8, 1983
March 1, 1991

The Pizza Pizza Rights also include the copyrights, the trade names, trade secrets, methods, systems and
procedures for the construction, design or operation of Pizza Pizza Restaurants using certain types of
equipment, supplies, ingredients, recipes, merchandising, advertising and business techniques, together
with the rights to order phone numbers and order website domain names that are currently owned by PPL
and used in connection with the operation of Pizza Pizza Restaurants. For greater certainty, the Pizza Pizza
Rights do not include the hardware, software, operating technology or other intellectual property used in
connection with PPL’s single number ordering system (other than the 967-1111 trade mark and the
967-11-11 design).
The Pizza Pizza Licence and Royalty Agreement requires the Partnership to use commercially reasonable
efforts to apply for and maintain registrations for the Pizza Pizza Marks used from time to time in connection
with the operation of the Pizza Pizza Restaurants at the expense of PPL. See “Risk Factors — Risks
Related to the Quick Service Restaurant Industry — Intellectual Property”.
The Pizza 73 Rights
The Partnership owns the Pizza 73 Rights, including the trade-marks registered under the Trade-marks
Act (Canada) and, unregistered trade-marks used in connection with Pizza 73 restaurant business and all
goodwill associated therewith. The following are the primary trade-marks, service marks, trade names,
logos, advertising and other commercial symbols (the “Pizza 73 Marks”) forming part of the Pizza 73
Rights:
Trademarks

Registration Number

Registration Date
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PIZZA 73 .....................................................................................................
603,691
HOTPAK & Design .....................................................................................
563,982
PIZZA 73 & Design.....................................................................................
326,831
PIZZA73.ca .................................................................................................
561,291
PIZZA73.com..............................................................................................
561,828

March 1, 2004
June 26, 2002
April 24, 1987
May 2, 2002
May 13, 2002

The Pizza 73 Rights also include the copyrights, the trade names, trade secrets, methods, systems and
procedures for the construction, design or operation of Pizza 73 Restaurants using certain types of
equipment, supplies, ingredients, recipes, merchandising, advertising and business techniques, together
with the rights to order phone numbers and order website domain names that are currently owned by
Pizza 73 and used in connection with the operation of Pizza 73 Restaurants. For greater certainty, the
Pizza 73 Rights do not include the hardware, software, operating technology or other intellectual property
used in connection with PPL’s single number ordering system.
The Pizza 73 Licence and Royalty Agreement requires the Partnership to use commercially reasonable
efforts to apply for and maintain registrations for the Pizza 73 Marks used from time to time in connection
with the operation of the Pizza 73 Restaurants at the expense of PPL. See “Risk Factors — Risks Related
to the Quick Service Restaurant Industry — Intellectual Property”.
Term Facility
In December 2011, the Partnership renewed its $47 million credit facility with a Canadian chartered bank
for a five year term. The facility bears interest at the Canadian Bankers’ Acceptance rate plus a credit
spread between 1.25% to 2.00%, depending on the level of debt-to-earnings before interest, taxes,
depreciation and amortization (“EBITDA”), with EBITDA defined as annualized earnings before interest,
taxes, depreciation and amortization. In July 2011, in conjunction with the early renewal of the credit
facility, the Partnership terminated its three existing interest rate swaps at a cost of $1.2 million which was
blended and extended into two new interest rate swap agreements. The credit facility’s new interest rate
of 4.37% (previously 5.27%) is comprised of a fixed portion using the new swap agreements plus a credit
spread. Beginning July 25, 2011, the interest rate portion fixed with the new swaps has decreased from a
blended rate of 4.04% to 2.87%. The two new swaps, each at $23.5 million, will obligate the Partnership
to pay the swap counterparties an amount based upon a fixed interest rate of 2.87% per annum plus the
current credit spread of 1.5%, initially, and the swap counterparties will be obligated to pay the
Partnership an amount equal to the Canadian Bankers’ Acceptance rate.
These facilities include affirmative and negative covenants customary for agreements of this nature. In
particular, the Partnership has agreed to a financial covenant in which, on a four quarter rolling basis,
Distributions may not exceed Distributable Cash Flow for such period plus the aggregate amount of
Distributable Cash Flow for prior Distribution Periods not distributed, which as at December 31, 2012 was
$4.6 million (December 31, 2011 - $3.2 million). In addition, the Partnership is required to maintain a
funded debt-to-EBITDA ratio not to exceed 2.5:1 on a four quarter rolling average. The debt-to-EBITDA ratio
for the last four quarters rolling average is 1.55:1 (December 31, 2011 – 1.58:1). The Partnership is
presently making interest-only payments on the non-revolving credit facility. Should the debt-to-EBITDA
ratio for the last four quarters rolling average decrease below 1.5:1 then the interest rate on the credit facility
will be decreased accordingly by 25 basis points; should the ratio increase above 2.0:1, then the interest
rate on the credit facility will be increased accordingly by 50 basis points.
The indebtedness and liability of the Partnership under the Term Facility is secured by a first ranking
security interest in all present and after acquired property of the Partnership, including the Pizza Pizza
Rights and Pizza 73 Rights and the rights and interest of the Partnership in the Amended and Restated
General Security Agreement and the Licence and Royalty Agreements. See “Licence and Royalty —
Security for the Royalty”. The indebtedness secured by the Bank’s security interest (including the Term
Facility and the interest rate hedging facility) ranks senior to all other indebtedness of the Partnership.
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The Company has guaranteed the liability of the Partnership under the Term Facility and the interest rate
hedging facility, which guarantee is supported by a security interest in all of its assets, including a pledge of
the ownership interest in the Partnership and Pizza Pizza GP. PPL is liable to the lenders in respect of the
Term Facility and the interest hedging facility, in its capacity as a general partner of the Partnership, with the
lenders’ recourse against PPL being limited to its interest in the Partnership and the Pizza Pizza GP. PPL
has pledged its holdings of Class B Units and Class D Units and common shares of Pizza Pizza GP in
favour of the lenders as security for the Partnership’s indebtedness under these facilities. However, PPL
may, subject to certain conditions, exercise the Exchange Rights described under “Description of the
Partnership - The Pizza Pizza Exchange Rights” with respect to such pledged securities and obtain Shares
which will not be subject to the pledge.
BUSINESS OF PPL
Overview
PPL, a privately-owned Canadian corporation, opened its first restaurant in Ontario in 1967 and has since
grown to become Ontario’s number one pizza quick service brand. In 2007 with the acquisition of the
Pizza 73 chain, Pizza Pizza expanded its restaurant network to Alberta. Pizza Pizza and Pizza 73 serve
over 30,000,000 customers annually.
Pizza Pizza and Pizza 73 have established strong brand names and are leaders in the pizza component of
the quick service restaurant segment. PPL operates its Pizza Pizza Restaurants as franchise oriented
restaurants and Pizza 73 Restaurants are owned and operated as independent businesses with each
restaurant being a corporation equally owned by an independent Owner/Operator and PPL. At December
31, 2012, PPL had 694 total locations in its system, comprised of 609 franchised or licenced restaurants, 71
jointly-controlled restaurants and 14 owned and operated as corporate restaurants.
The brands operated by PPL provide a high level of service and operational support to its Franchisees
and Owner/Operators, including a turn-key restaurant; central food distribution centers, which provides all
food and non-food items used in restaurant operations; and monitoring systems intended to ensure high
product quality and operational consistency across the chains.
Restaurant Format
PPL’s restaurant system includes traditional and non-traditional formats. These restaurants allow PPL to
tailor its offerings to a particular market or venue, providing greater opportunities for its Franchisees while
meeting consumer demands. Traditional Pizza Pizza Restaurants feature self-service counters and, with a
majority of its renovated restaurants ranging in size from 1,400 to 3,000 square feet, with seating. Traditional
Pizza 73 Restaurants are approximately 1,200 square feet with limited seating. Traditional restaurants also
support take-out and delivery service. PPL seeks to locate these restaurants in high traffic and high visibility
locations that are easily accessible. Non-traditional restaurants feature a more limited menu and are
targeted to “captured traffic” locations. Non-traditional restaurants typically offer counter service and are
oriented to individual purchases by walk-in customers.
Restaurant Locations
By brand, traditional Pizza Pizza Restaurants presently operate in Ontario, Quebec, Saskatchewan,
Manitoba and Nova Scotia, with the highest market penetration in southern Ontario. Traditional Pizza 73
Restaurants operate primarily in Alberta. Non-traditional restaurants currently operate primarily in Ontario
and Alberta, but with a number of locations across Canada as well. The following table sets forth the
number and format of Pizza Pizza and Pizza 73 Restaurants, by province, at December 31, 2012. The
number of restaurants as at December 31, 2012, and from time to time, may differ from the number of
restaurants in the Royalty Pool, due to the Adjustment Date of January 1 coupled with the opening date cutoff for Pizza 73 restaurants of September 1.
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Restaurant Format

Ontario

Alberta

Number of Restaurants
Quebec B.C.
Manitoba Sask.

Other

Total

Traditional restaurants ...................................................................................................
351
67
20
1
8
Non-traditional restaurants ............................................................................................
176
20
14
11
5

7
1

4
9

458
236

Total...............................................................................................................................
527
87
34
12
13

8

13

694

System Sales
System Sales for the 52-week period ended December 30, 2012 increased 3.2% to $480 million from
$465.3 million for the 52-week period ended January 1, 2012. By brand for the period, the System Sales
include $401.2 million in Pizza Pizza retail sales and $78.8 million in Pizza 73 retail sales, as compared
with System Sales of $388.8 million and $76.5 million for Pizza Pizza and Pizza 73, respectively, for the
comparable period in 2011. The increase in System Sales is primarily attributed to the 2.7% same store
sales growth (“SSSG”) plus new stores added less restaurant closures since January 1, 2012.
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Same Restaurant Sales Growth
Pizza Pizza has grown same store sales over the last ten consecutive quarters as of December 31, 2012.
Given the increasing ability to leverage large marketing budgets and market synergy gained from
increased restaurant presence, PPL believes that the brands are well positioned for future growth.
The majority of Pizza Pizza restaurants operate in Ontario, where the economy continues to show signs
of modest growth. For the Pizza 73 brand, the majority of the restaurants operate in Alberta where retail
sales trended positively in 2012 as the unemployment rate has decreased.
The following charts show historical SSSG performance:
a)

Annual and Quarterly SSSG, both brands combined
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b) Quarterly SSSG, Pizza Pizza brand
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c) Quarterly SSSG, Pizza 73 brand

Pizza Pizza Brand
Prior to 2009, the Pizza Pizza Restaurants achieved positive same restaurant sales growth from 1999,
averaging 5.8% per year. This growth was achieved through renovations of the existing restaurant network
to update and modernize the Pizza Pizza concept and add cooking capacity, as well as through menu
enhancements, continuing marketing efforts and increased brand awareness. These same factors have also
contributed to a compound annual growth of 3.5% in average annual sales since 2001, with sales growth in
2012 of 2.6%. PPL intends to pursue initiatives supporting continued same restaurant sales growth,
including ongoing development of the Pizza Pizza concept to capitalize on changing customer preferences
and market trends. A key element of these initiatives is supported by the franchisees’ commitment to
periodically renovate and upgrade their restaurants through regular funding contributions by each
Franchisee. See “Business of PPL - Growth Strategy in Existing and New Markets” and “– Pizza Pizza
Franchise Operations”.
PPL has a modern restaurant system, with approximately 99% of the restaurants either new or
substantially renovated. The centrally managed renovation or re-imaging program, funded by
Franchisees, allows for the continuous renewal of the Pizza Pizza concept. Pizza Pizza’s franchise
agreement provides that Franchisees are required to renovate their restaurants at least every five years, to
current standards set by Pizza Pizza. This allows PPL to ensure that locations are maintained at the highest
standards, and enables regular updating of the Pizza Pizza concept. This obligation is funded by a targeted
contribution of 2% of gross sales of pizza products and 20% of the delivery charges by each Franchisee,
which is set aside for the Franchisee to fund renovations when required.
The Pizza Pizza concept offers the flexibility to target three distinct business segments, or “day-parts”. The
lunch and dinner day-parts are commonly served by the QSR segment, but Pizza Pizza has a competitive
advantage in the snack/late night day-part due to its take-out and delivery service. Management believes
that there are significant opportunities for growth by targeting the lunch day-part, where pizza QSR
operations are currently under-represented. An increased focus on eat-in dining and the lunch day-part is
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also supported by continued menu innovation as Pizza Pizza continues to test new food items to add to its
menu.
Management expects that the proportion of eat-in and take-out dining at Pizza Pizza Restaurants will
continue to increase relative to delivery service, with the goal of moving from a 40%/60% split to 50% eatin/take-out and 50% delivery model. Customers can enjoy a quick meal at one of Pizza Pizza’s many
convenient locations when they are away from home, while customers who prefer to remain at home for
reasons of convenience, time of day or inclement weather, can easily order from Pizza Pizza through the
one-number telephone ordering system. Management believes that restaurant profitability will improve as
additional call centre and delivery costs are avoided.

Pizza 73 Brand
Prior to 2009 and 2010, during which same restaurant sales decreased by 8.1% and 4.4%, respectively, the
Pizza 73 restaurants achieved significant same restaurant sales growth from 2003, averaging 16.2% per
year and, most recently, reporting same restaurant sales growth of 3.4% in 2012. Over the past four years,
PPL has grown the Pizza 73 restaurant system from 48 restaurants in July 2007 to 89 restaurants as of
December 31, 2012. PPL intends to pursue initiatives supporting continued same restaurant sales growth,
including ongoing development of the Pizza 73 concept to capitalize on changing customer preferences and
market trends. A key element of these initiatives is supported by the Owner/Operators’ commitment to
periodically renovate and upgrade their restaurant. See “Business of PPL - Growth Strategy in Existing and
New Markets” and “– Pizza 73 Ownership Structure”.
Management’s strategy is to continue to drive Pizza 73 same-restaurant sales growth within its restaurant
system through a combination of employing innovative marketing programs, continuing menu
enhancements, increasing brand awareness and leveraging increasingly larger marketing budgets from a
growing restaurant base.
Competitive Strength
Management believes that PPL benefits from the following competitive strengths:
•

Strong brand recognition. Both Pizza Pizza and Pizza 73 restaurants are well known in their
principal markets due to their memorable phone numbers (967-11-11 in the Greater Toronto
Area, and 473-73-73 in Edmonton) and their accompanying jingles.

•

Number one market position. Both Pizza Pizza and Pizza 73 are market leaders in their
respective geographic markets. In 2012, Pizza Pizza had significantly more market share
among pizza restaurant chains in Ontario by sales revenue (over 28.2%) than the closest
competitor (7.8%), while Pizza 73 held 17.5% of the Alberta pizza market. In addition, PPL has
694 locations across Canada, which is almost double its closest pizza competitor.

•

An extensive and modern restaurant system. The majority of the traditional Pizza Pizza
Restaurants and Pizza 73 Restaurants are either new or have been recently renovated.
Pizza Pizza Franchisees are obligated to renovate their restaurants and to contribute on an
ongoing basis to a renovation fund. This is a significant advantage in that it allows Pizza Pizza
to ensure that locations are maintained at the highest standards. In many cases this regular
updating and renovation has been a key determinant of the continued success of specific
locations.

•

A proven track record of innovation. Since its inception, PPL has adopted many innovative
concepts including the one-number telephone ordering system, networked call centres, delivery
guarantees, the monitoring of restaurants through a live web-feed, in-store “Pizza Pizza Web
Radio”, and its webby award winning iPhone app. In addition, PPL is always striving to update
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and modernize its product offerings, to meet changing customer preferences. In 2012, PPL
rolled out its new Ultra Thin Fresco pizzas, plus re-launched single serving pasta offerings.
•

Centralized management and controls. Management oversees key aspects of the restaurant
business allowing restaurant operators to focus on revenue generating activities. PPL also
devotes substantial resources to Franchisee and Owner/Operator support as well as training
programs, product supply and quality initiatives. In addition, PPL leverages its significant
purchasing power and economies of scale to reduce costs and increase margins at the
Restaurant level.

•

A strong committed management team.
Pizza Pizza has a seasoned five member
management team with an average of over 20 years’ experience with PPL.

•

A history of stability of the restaurant system. Pizza Pizza has historically maintained a low
closure rate throughout its restaurant chain; as of December 31, 2012, 34 traditional and 71
non-traditional restaurants had been permanently closed since 2000, whereas total
Company-wide restaurants increased from 413 to 694 during that same period. There was
one closure within the Pizza 73 brand in the last five years.

Growth Strategy in Existing and New Markets
Management believes that PPL is well positioned to continue building its presence in the Canadian pizza
QSR segment with the Pizza Pizza and Pizza 73 brands. Consistent with its experience over the past
decade, PPL’s future growth is expected to come from a combination of same restaurant sales growth and
new restaurant growth.
Management also believes that there are opportunities for continued growth in existing markets, and intends
to develop new restaurants in other provinces as part of an overall, national expansion program. Over the
past three years, PPL has opened new restaurants outside its major markets, including locations in
Saskatchewan, Nova Scotia, Manitoba and Quebec. In addition, PPL’s commissaries, which manufacture
and/or distribute almost all products used by the Franchisees and Owner/Operators, have the capacity to
support Additional System Sales without substantial capital investment. Management also believes that
Pizza Pizza’s and Pizza 73’s brand recognition, combined with the strength of the operational system, will
provide additional opportunities for growth in new markets across Canada.
In Western Canada, Pizza 73 Restaurants are concentrated in the larger urban markets in Alberta,
particularly Edmonton and Calgary. From 2007 to 2010, 24 Pizza 73 restaurants opened. Adding
restaurants in the Alberta market has been part of PPL’s overall strategy to relieve capacity constraints at
the restaurant level and provide improved customer service, while growing and protecting the Pizza 73
brand.
Pizza Pizza Franchise Operations
Franchising Operations and Structure
The Pizza Pizza business model is primarily based on its franchise operations. The following chart shows
the growth of the restaurant system from 1997 to the December 31, 2012.
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Relationship with Franchisees
PPL’s Franchisees own and operate restaurants as independent businesses, licensed under a franchise
agreement with PPL to use the Pizza Pizza Marks and PPL’s business systems for the operation of a
Pizza Pizza restaurant.
PPL believes it has developed a rigorous, systematic screening process for the selection of qualified
Franchisees. PPL strives to select only persons with appropriate levels of funding, professional competence,
experience, reputation, ability and financial responsibility. PPL believes that restaurant profitability and
quality of customer service are maximized when restaurants are operated by talented and committed
owners/operators. Pizza Pizza Franchisees are generally required to direct their full time and attention to the
business and to participate personally in the operation of the franchise. In the event that a Franchisee is not
performing in accordance with the franchise agreement, Pizza Pizza has historically either arranged for the
sale of the franchise to a new Franchisee or repurchased or terminated the franchise with a view to ensuring
the location is performing to its potential prior to re-franchising it to a new Franchisee. Occasionally, it is
necessary to permanently close a location.
PPL has also developed an Associate Program, under which operators enter into a licence agreement to
manage and operate a restaurant whose assets are owned by PPL. The aim of this program is to allow the
operator to gain experience operating a restaurant while accumulating the financial resources to acquire the
restaurant as a traditional Franchisee. As of December 31, 2012, four Pizza Pizza Restaurants were being
operated under this program.
The capital cost associated with becoming a Pizza Pizza Franchisee and opening a new traditional
Pizza Pizza restaurant is between $225,000 and $400,000. Minimum cash requirements are between 25%
and 33% of the total restaurant costs. PPL estimates that the investment for a Franchisee in a new
traditional Pizza Pizza restaurant, excluding land and pre-opening costs, is $125,000 for leaseholds in
approximately 1,500 square feet and $150,000 for equipment, furniture and fixtures.
Franchise Agreement
Traditional Restaurants
The legal relationship between PPL and its Franchisees of its traditional restaurants is governed by a
franchise agreement for a term that is typically five years in duration. Each restaurant is subject to a
separate franchise agreement. The franchise agreement grants the right to use the Pizza Pizza Rights in
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association with the Pizza Pizza goods and services, within a limited area established by Pizza Pizza from
time to time, and specifies comprehensive standards of practice governing all relevant operational matters.
The initial term of a standard franchise agreement is five years, with an initial option for the Franchisee to
renew the term of the agreement for three further terms of five years as long as it remains in full compliance
with the franchise agreement (and provided certain other conditions are met). The Franchisee territory
served by a restaurant is designated from time to time by PPL. However, the restaurant’s delivery territory is
guaranteed to have a minimum population of 10,000 (which may include a transient working population),
based on the most recently available figures from Statistics Canada.
The initial franchise fee currently payable upon execution of a franchise agreement for a Pizza Pizza
Restaurant is $30,000 (inclusive of design drawings). A renewal fee equal to 25% of the then-current initial
franchise fee is charged by Pizza Pizza to franchisees upon renewal of their franchise agreements.
PPL collects an ongoing franchise fee from each Pizza Pizza Franchisee. For Pizza Pizza traditional
restaurants, the standard franchise fee is typically 6% of net sales (gross sales net of franchisee discounts,
promotions and sales taxes), paid on a weekly basis but may decrease for amounts in excess of specified
targets of annual sales levels. From time to time PPL will reduce franchise fees on a temporary basis to
account for renovation and relocations or in other limited circumstances. For non-traditional restaurants, the
franchise fee averages approximately 5.3% of net sales. The weighted average franchise fee, including both
traditional and non-traditional restaurants, was approximately 5.7% in fiscal 2012.
In addition to a Franchisee’s obligation to pay initial and weekly franchise fees, the franchise agreement
requires that a Franchisee contribute a continuing advertising fee to the marketing fund, which is
approximately 6% of net sales. This fee is separate from and in addition to the 6% weekly franchise fee
described above. Advertising fees are also payable weekly, and are used to advertise the Pizza Pizza
system in its principal markets. Of the funds collected in 2012, approximately 90% was spent on local and
national campaigns and approximately 10% was spent on costs to cover operations of the advertising
program.
In return for the franchise fees described above, PPL provides a Franchisee with the right to use the
trademarks, restaurant designs, PPL system and methods and a number of other franchise support
programs. Under the franchise agreement, Pizza Pizza is not obliged to provide any financial covenants or
guarantees in connection with a Franchisee’s real estate lease, equipment lease or purchase, or other
financial arrangements. Further, each Franchisee is required to maintain replacement cost insurance for
property of all types, business interruption, comprehensive general and umbrella liability, food borne illness,
crime and fidelity, boiler and machinery and such other insurance as PPL and its advisors may require and
amend from time to time. Currently, all franchisees participate in a comprehensive program administered by
Pizza Pizza and an insurance broker.
The standard franchise agreement also provides that PPL is entitled to mark-up all goods and supplies sold
from its Commissary to the franchisees, with such mark-up not to exceed 18% of its costs. For the 52 weeks
ended December 30, 2012, the average mark-up realized by Pizza Pizza was less than 18%.
Franchisees covenant not to remodel any of the interior or exterior designs or layouts of the Pizza Pizza
Restaurants without PPL’s consent. In addition, the franchise agreement requires that Franchisees carry out
and complete an upgrade at each Pizza Pizza location as required by PPL, at their own expense, as well as
complete any equipment upgrades as required.
The franchise agreement permits transfers of a Franchisee’s interest in a Pizza Pizza Restaurant, subject to
PPL’s consent and PPL’s first right of refusal. In conjunction with such a permitted transfer, the acquirer of a
transferred Pizza Pizza restaurant is required to pay to PPL an amount equal to the initial franchise fee. The
new Franchisee is also required to undertake the same level of training as an initial Franchisee.
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Non-Traditional Restaurants
The legal relationship between PPL and the licensees of its non-traditional restaurants is governed by a
licence agreement. The licence agreement grants the right to use the Pizza Pizza Rights in association with
Pizza Pizza goods and services for a specific restaurant location.
The initial term of a typical licence agreement varies but is generally for a five year term.
PPL collects an ongoing licensing fee from each licensee of a non-traditional restaurant, which averages
approximately 5.3% of net sales. In return for the licence fee described above, PPL provides the licensee
with the right to use the trademarks, restaurant designs, Pizza Pizza system and methods and a number of
support programs.
Non-traditional licensees may or may not contribute to Pizza Pizza marketing campaigns. During the term of
the licence agreement, the licensee is responsible for local advertising but may not carry out any form of
advertising without the prior written consent of PPL.
Licensees of non-traditional restaurants typically own or lease the premises directly. In some instances, PPL
supplies the equipment, at its cost, used in the non-traditional restaurants. Non-traditional licensees are
responsible for all other costs associated with operating the restaurant such as wages, public utility costs,
the cost of supplies purchased from PPL’s commissary (in some instances non-traditional licensees may
purchase some supplies from third-party suppliers approved by Pizza Pizza) and the cost of constructing
and furnishing the restaurant in accordance with PPL’s plan, specifications and standards.
Non-traditional licensees typically use their own point of sale systems (which are not connected to PPL’s
database system) and are responsible for reporting their sales calculations to PPL. PPL reserves the right to
audit the sales reports provided to it by the non-traditional licensees.
PPL also occasionally enters into concurrent marketing rights agreements with respect to non-traditional
locations pursuant to which PPL obtains certain marketing and advertising rights in consideration for a fee
Pizza 73 Ownership Structure
Except for one PPL-owned location, each traditional Pizza 73 Restaurant is owned and operated as an
independent business by a Unit Company. Each Unit Company is equally owned by PPL and an
Owner/Operator, and is governed by a Unanimous Shareholder Agreement and related agreements. The
Unanimous Shareholder Agreement governs the relationship of PPL and the Owner/Operator as
shareholders of the Unit Company and, together with licensing, consulting and other agreements between
PPL, an Owner/Operator and the Unit Company, establish a framework under which each restaurant is
operated in accordance with the Pizza 73 system. The Unanimous Shareholder Agreement is of indefinite
term. Each Pizza 73 Restaurant has a specified delivery area or territory established under its Unanimous
Shareholder Agreement. The cost of opening a Pizza 73 Restaurant and becoming an Owner/Operator
varies with the location. A total investment of between $250,000 and $400,000 (of which, part may be
financed by a financial institution) is generally required to open a Pizza 73 Restaurant.
The transfer of shares of the Unit Company requires the consent of PPL and the Unit Company. The
parties also have shareholder arrangements pertaining to the sale of each other’s interests, such as rights of
refusal and buy/sell arrangements. In the event that PPL chooses to permit the Owner/Operator to
purchase its shares in a Unit Company pursuant to these arrangements, the Unit Company ceases to be
entitled to use PPL Rights and other system benefits.
PPL believes it has developed a rigorous screening process for the selection of qualified Owner/Operators.
PPL strives to select only persons with appropriate levels of funding, professional competence, experience,
reputation, ability and financial responsibility. PPL believes that restaurant profitability and quality of
customer service are maximized when restaurants are owner-operated by talented and committed
Owner/Operators. Owner/Operators are generally required to direct their full time and attention to the
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business and to participate personally in the operation of the Pizza 73 Restaurant. Occasionally, it may be
necessary to permanently close a location.
Marketing and Advertising
PPL’s marketing programs are supported by contributions to a marketing fund that is administered by
Pizza Pizza. In accordance with either their franchise agreement or Unanimous Shareholder Agreement,
each traditional Pizza Pizza Restaurant contributes approximately 6% of net sales (in addition to the base
royalty and other franchise fees) and each Pizza 73 Restaurant contributes approximately 8% of System
Sales. The marketing fund is used to pay for the production of advertising and promotional material and
media purchases.
PPL seeks to develop and execute marketing programs that appeal to its customers by differentiating
Pizza Pizza and Pizza 73 from its competitors, thereby attracting new customers, building customer loyalty
and increasing frequency of visits. With a substantial restaurant presence in Ontario, PPL supports the
Pizza Pizza brand primarily with digital, radio, television and print advertising such as flyers, as well as
billboards at major venues such as Toronto’s Air Canada Centre and Ottawa’s Scotia Bank Place. PPL
targets a broad market through different advertising mediums, including digital media, printed media, radio
and television for its Pizza 73 branded restaurants. Printed media is used to target specific geographic
areas and conveys considerably more information to consumers including price points and menu offerings
compared to other forms of media. Radio and television advertising is used to increase brand awareness,
and to reinforce specific offerings. Advertising funds are also directed towards the development of other
materials, such as point of purchase promotions and coupons. For the year ended January 1, 2012, PPL’s
annualized marketing expenditures exceeded $30,000,000 on its promotional and advertising programs.
Sales promotions and contests, coupons and special discounts, cross promotions with strategic partners
and limited-time menu offerings are also used to stimulate purchases and introduce new products, such as
our recently added line of gourmet Fresco pizzas. In addition, the marketing fund supports local hockey
teams, special events, public service programs and charitable fundraising events in local markets.
PPL maintains an in-house marketing department of approximately 15 people. This dedicated team is able
to use its intimate knowledge of PPL’s brands to quickly design and implement marketing initiatives. This
allows PPL to better control the costs of running its marketing campaigns.
Suppliers
PPL has long-standing relationships with many of its suppliers and has developed extensive knowledge of
product sources and market conditions in the sectors in which those suppliers operate. PPL subscribes to
commodity briefings detailing opportunities and potential problems affecting its key sources of supply. PPL
reviews supplier pricing continuously and closely follows industry trends in order to ensure it is receiving
competitive pricing.
Flour is purchased from P & H Milling, a supplier to PPL for nearly 20 years. The flour is delivered to three
climate controlled silos at the PPL commissary, eliminating significant packaging cost with just-in-time
service to limit inventory costs and ensure freshness. All flour is analyzed and approved for receipt by PPL
prior to shipment.
PPL is Canada’s largest buyer of mozzarella cheese for use in pizza and has been a customer of Saputo
Cheese for over 35 years. Management believes the blend of cheese purchased is unique to Pizza Pizza.
All cheese is analyzed prior to shipment.
PPL purchases the majority of its vegetable products from F.G. Lister & Co. Ltd., which has been supplying
PPL with fresh, imported and local produce since 1990.
PPL purchases all of its soft drink products from Coca-Cola Ltd. Management believes PPL is the largest
buyer of canned soft drink products in the Canadian commercial foodservice industry.
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PPL negotiates all contracts and several proprietary items are made to PPL’s specifications. Prices are
directly negotiated with manufacturers for approximately 70% of the total supplier costs, allowing for control
or quality and price, while providing information on the supply market. Two of the most expensive and key
ingredients, chicken and cheese, are controlled by marketing boards. PPL’s involvement with suppliers
permits it to stay abreast of public policy and industry news. In addition, PPL receives all supplier invoices
and pays all invoices for each location, which ensures a strong credit history with suppliers and trade
payables.
PPL’s Calgary and Edmonton commissaries are operated on a break-even basis, allocating charges to the
Unit Companies based on order volumes. In practice, this is achieved through a 10% mark-up in the
commissaries, with profits or losses allocated back to the Unit Companies over time.
Competition
The QSR segment is competitive with respect to price, food quality, brand recognition, service, location and
concept. In addition, the QSR segment is often affected by changes in consumer tastes and national,
regional or local economic conditions. Competition within the industry comes from both established
competitors and potential new market entrants, including restaurant chains based in the United States and
other regions of Canada.
In addition, each Pizza Pizza and Pizza 73 restaurant competes for customers with other food service
operators within the same geographical area. Competition, in the broadest perspective, includes
restaurants, coffee shops, street vendors, convenience food stores, delicatessens and supermarkets.
Certain of these foodservice operators sell prepared foods, including fresh and frozen pizzas, which
compete with both brands.
PPL competes both with QSRs offering alternative menu choices — such as hamburgers, chicken and
sandwiches — and more directly with QSRs that offer pizza. The pizza QSR segment, in which PPL
operates, is highly competitive. The principal branded chain competitors in Ontario to Pizza Pizza in this
segment are Pizza Hut, Domino’s Pizza, Little Caesars, Pizza Nova, 241 Pizza, Toppers Pizza, Pizzaiolo
and Pizzaville Pizza. Pizza Pizza also competes with independent restaurants offering pizza take-out and
delivery service, which represented approximately one-fifth of the pizza QSR segment in 2012. Pizza 73’s
main competitors include Pizza Hut, Panagos, Domino’s Pizza, Little Caesars and other operators in the
pizza QSR segment, as well as independent foodservice operators offering pizza and chicken wings for
take-out and delivery. Each Pizza Pizza and Pizza 73 restaurant competes with these other food options
primarily through the quality, variety and value perception of menu items and dining experiences offered.
The number and location of restaurants, quality and speed of service, attractiveness of facilities, marketing
effectiveness and new product development are also important competitive factors.
PPL competes with other QSR operators both for restaurant sites as well as committed, qualified individuals
who are seeking to pursue opportunities to own their own business.
Directors and Officers of PPL
Paul Goddard, Chairman and Chief Executive Officer, leads PPL's management team overseeing day-today operations and corporate strategy. PPL and its management team are dedicated to working with the
Pizza Pizza and Pizza 73 restaurant partners and employees, suppliers and business associates to build on
the success PPL has historically achieved.
PPL’s ability to attract and retain skilled management personnel has been a key factor in the development of
its restaurant system. The current executive team has a combined total of approximately 110 years’
experience with Pizza Pizza.
The following individuals are the executive officers of Pizza Pizza:
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Name

Current Position

Paul Goddard ............................................................
Chairman & Chief Executive Officer
Curtis Feltner ............................................................
VP Finance & Chief Financial Officer
Pat Finelli ..................................................................
Chief Marketing Officer
Sebastian Fuschini ...................................................
Vice President, Franchising
Paul Methot ...............................................................
Vice President, Operations

Year Started
2009
1993
1984
1981
1984

Paul Goddard —Chairman and C.E.O.
Paul Goddard is a licenced Professional Engineer (P.Eng) and holds a BSc (Honours) in mechanical
engineering from Queen’s University and an MBA from London Business School, United Kingdom. Mr.
Goddard joined PPL in 2009 as Vice President, Enterprise Development before being appointed Chief
Executive Officer in 2010. Prior to joining PPL, he was Senior Vice President of Sales and Marketing for
Energy Savings Income Fund (now called Just Energy Group) from 2007 to 2008, and was Vice President
of Wholesale Energy Group from 2006 to 2007.
Curtis Feltner — Chief Financial Officer and Vice President, Finance
Curtis Feltner holds a B.Sc. degree from Indiana University. Mr. Feltner became a certified public
accountant in 1983, joining PPL as the Controller in 1993. He was promoted to Chief Financial Officer in
1999 and Vice President, Finance in 2005. Prior to joining PPL, he worked in a financial capacity in the real
estate industry for ten years.
Pat Finelli — Chief Marketing Officer
Following graduation from Ryerson Polytechnical Institute in 1984 with a business degree, Mr. Finelli joined
PPL in the area of Franchisee Financial Services and Training. From 1985 to 1987, he worked as a market
manager, and from 1987 to 1991, he worked as a district sales manager. Mr. Finelli served as Vice
President, Sales from 1991 to 1998, was promoted to Vice President, Marketing, in 1998 and in 2006 was
promoted to Chief Marketing Officer.
Sebastian Fuschini — Vice President, Franchising
Following graduation from Centennial College in 1980 with a business degree, Mr. Fuschini worked in the
food industry with Burger King and Movenpick. In 1981, Mr. Fuschini joined PPL as a district supervisor.
Mr. Fuschini has served as Director, Franchising and Vice President, Franchising since 1990.
Paul Methot — Vice President, Operations
Mr. Methot received a Bachelor of Arts (Hons.) in Business Administration from the University of Western
Ontario in 1983. Mr. Methot initially worked for Coopers & Lybrand in the area of mergers and acquisitions.
He first joined PPL as Director of Real Estate in 1984, leaving to work for First City Investments in the real
estate area from 1988 to 1989. Mr. Methot returned to PPL in 1989 as Director of Real Estate. From 1990 to
1993, he served as Vice President, Corporate Development. From 1993 to May 2005 Mr. Methot served as
Vice President, Commissary, at which time he moved into his current position as Vice President,
Operations.
Personnel
As at December 31, 2012, PPL had approximately 1,600 employees, including 850 under the Pizza 73
brand. Approximately 4,000 people are employed by the Pizza Pizza Franchisees in the restaurant
operations.
Government Regulation
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Local Regulation of Restaurants
Corporate, franchised and jointly-controlled restaurants are subject to licensing and regulation by a
number of governmental authorities, which may include liquor, health, sanitation, safety, fire, building and
other agencies in the provinces or municipalities in which restaurants are located. Developing new
restaurants in particular locations requires licences and land use approval, and could be delayed by
difficulties in obtaining such licences and approvals or by more stringent requirements of local
government bodies with respect to zoning, land use and licensing. Franchisees must comply with all
applicable federal, provincial and local laws and regulations. Pursuant to the franchise agreements, PPL
is to be indemnified by Franchisees for any liabilities or costs incurred which are attributable to their
failure to comply with such laws and regulations.
Food Product Regulation
PPL and suppliers of food products to the Pizza Pizza and Pizza 73 Restaurants must comply with
applicable federal and provincial regulations relating to the manufacture, preparation and labeling of food
products.
Franchise Regulation
PPL must comply with the laws and regulations adopted in certain jurisdictions that require specified
disclosure to be made with respect to the offer and sale of franchises. These laws may require that PPL
furnish prospective business partners with a disclosure document containing information prescribed by
these laws.
Employment Regulations
PPL and its Franchisees are subject to provincial labour and employment laws that govern their
relationship with employees, such as minimum wage requirements, overtime and working conditions.
Regulations Governing Alcoholic Beverages
Alcoholic beverage control regulations require that PPL or a Franchisee, as the case may be, apply to a
provincial or a municipal authority for a licence or permit to sell alcoholic beverages on the premises and,
in certain locations, to provide service for extended hours and on Sundays. Typically, licences must be
renewed annually and may be revoked or suspended for cause at any time. Alcoholic beverage control
regulations relate to numerous aspects of a restaurant’s operations, including the minimum age of
patrons and employees, hours of operation, advertising, wholesale purchasing, inventory control, and
handling, storage and dispensing of alcoholic beverages.

DESCRIPTION OF THE COMPANY

On December 31, 2012, the Fund completed its conversion from an income trust to a corporation, Pizza
Pizza Royalty Corp., referred to as the Company. The Company issued Shares to the unitholders of the
Fund in exchange for units of the Fund on a one-for-one basis. Immediately subsequent to the
Conversion, the Trust and the Fund were dissolved and their assets and liabilities were assumed by the
Company. See “General Developments of the Business - Conversion to a Corporation” The Conversion
was accounted for as a continuity of interests.
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Common Shares
The Company is authorized to issue an unlimited number of Shares of which 21,818,212 are issued and
outstanding as at the date hereof. Shareholders are entitled to one vote per share at shareholder meetings
of the Company, to receive dividends if, as and when declared by the Board and to receive the remaining
property and assets of the Company upon its dissolution or winding-up. Shareholders may make use of the
various shareholder remedies available pursuant to the OBCA. Additional information relevant to the
Shares, the rights of shareholders thereof and the operation and conduct of the Company can be found in
the Company’s articles and by-laws, which have been filed under the Company’s profile on SEDAR at
www.sedar.com.
Exchangeable Securities
Through PPL’s ownership in Units of the Partnership, PPL may exchange its Class B and Class D Units for
Shares exchangeable as described in the Exchange Agreement. The Exchange Rights may be exercised
with respect to any number of Class B Units and/or Class D Units. See “Description of the PartnershipExchange Rights”.
Preferred Shares
The Company is authorized to issue 5,500,000 in number and issuable in series, to be designated
Preference Shares, none of which are outstanding. Each series of Preferred Shares shall consist of such
number of shares and having such rights, privileges, restrictions and conditions as may be determined by
the Board prior to the issuance thereof. Holders of Preferred Shares, except as required by law, will not be
entitled to vote at meetings of shareholders of the Company. With respect to payments of dividends and
distribution of assets in the event of liquidation, dissolution, or winding-up of the Company, the Preferred
Shares are entitled to preference over the Common Shares.
Dividends
Following the Conversion, the Board established and adopted a dividend policy which was equivalent, on an
annual basis, to the previous distribution policy of the Fund. Dividends under this policy are intended to be
paid monthly to Shareholders of record on the last business day of each month with actual payments to be
th
made on or about the 15 day of the following month.
Holders of Shares who are non-residents of Canada will be required to pay all withholding taxes payable in
respect of any dividends paid by the Company, whether such distributions are in the form of cash or
additional Shares. Non-residents should consult their own tax advisors regarding the tax consequences of
investing in the Shares. The amount of any dividends payable by the Company will be at the discretion of
the board of directors of the Company and will be evaluated periodically. The Company’s dividend policy
may be revised subject to business circumstances and depending on, among other things, the Partnership’s
royalty income, its debt service requirements, any restrictions under the Term Facility or other credit
arrangements, the satisfaction of applicable solvency tests for the declaration and payment of dividends and
other conditions existing for time to time.
The Fund’s Distributions
The Fund declared distributions of $15,571,000 or $0.7136 per Unit for the year ended December 31,
2012 for a payout ratio of 90%. For tax purposes in 2012, the Fund’s distributions are to be considered
32.5% return of capital and 67.5% taxable eligible dividend. The Company’s 2013 dividend will be treated
as a taxable eligible dividend without a return of capital component. In May 2012, the Partnership
increased the $0.89 annual distribution per unit to $0.91 annually to both the Company and to PPL. The
Company also increased the monthly unitholder distribution from $0.70 to $0.72.
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Distributions were funded entirely by cash flow from operations. No debt was incurred during the period to
fund distributions.
Distributions declared for the period ended December 31, 2012 were as follows:
Period
January 1-31, 2012
February 1-29, 2012
March 1-31, 2012
April 1-30, 2012
May 1-31, 2012
June 1-30, 2012
July 1-31, 2012
August 1-31, 2012
September 1-30, 2012
October 1-31, 2012
November 1-30, 2012
December 1-31, 2012
Total

Payment Date
February 15, 2012
March 15, 2012
April 13, 2012
May 15, 2012
June 15, 2012
July 13, 2012
August 15, 2012
September 14, 2012
October 15, 2012
November 15, 2012
December 14, 2012
January 15, 2013

Amount/share
5.84¢
5.84¢
5.84¢
5.84¢
6.00¢
6.00¢
6.00¢
6.00¢
6.00¢
6.00¢
6.00¢
6.00¢
71.36¢

In dealing with the SIFT Tax, beginning with the distribution for the month of January 2011, the Fund’s
trustees adopted a new distribution policy, with a reduced monthly distribution that reflected the Fund’s
obligation to make SIFT tax payments. Distributions declared for the period ended December 31, 2011
were as follows:
Period
January 1-31, 2011
February 1-29, 2011
March 1-31, 2011
April 1-20, 2011
May 1-31, 2011
June 1-30, 2011
July 1-31, 2011
August 1-31, 2011
September 1-30, 2011
October 1-31, 2011
November 1-30, 2011
December 1-31, 2011
Total

Payment Date
February 15, 2011
March 15, 2011
April 15, 2011
May 13, 2011
June 15, 2011
July 15, 2011
August 15, 2011
September 15, 2011
October 14, 2011
November 15, 2011
December 15, 2011
January 13, 2012

Amount/share
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
5.84¢
70.08¢

Distributions declared for the period ended December 31, 2010 were as follows:
Period
January 1-31, 2010
February 1-29, 2010
March 1-31, 2010
April 1-20, 2010
May 1-31, 2010
June 1-30, 2010
July 1-31, 2010
August 1-31, 2010
September 1-30, 2010
October 1-31, 2010
November 1-30, 2010
December 1-31, 2010

Payment Date
February 15, 2010
March 15, 2010
April 15, 2010
May 14, 2010
June 15, 2010
July 15, 2010
August 13, 2010
September 15, 2010
October 15, 2010
November 15, 2010
December 15, 2010
January 14, 2011

Amount/share
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
7.75¢
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Total

93.00¢

Takeover Bids
The Governance Agreement contains provisions to the effect that if a take-over bid is made for the Shares
(including rights to the Shares to be issued upon exercise of the Exchange Rights) and not less than 90% of
the Shares on a fully-diluted basis (including the Shares issuable upon the exchange of any securities
exchangeable into Shares but not including any Shares held at the date of the take-over bid by or on behalf
of the offeror or associates or affiliates of the offeror) are taken up and paid for by the offeror, the offeror will
be entitled to acquire the Shares held by Shareholders and holders of securities exchangeable for Shares
who did not accept the take-over bid on the terms offered by the offeror.
Book-Entry Only System
Registration of interests in and transfers of the Shares will be made only through a book-based system (the
“Book-Entry Only System”) administered by CDS. Shares must be purchased, transferred and surrendered
for redemption through a CDS Participant. All rights of Shareholders must be exercised through, and all
payments or other property to which such Shareholder is entitled will be made or delivered by, CDS or the
CDS Participant through which the Shareholder holds such Shares. Upon purchase of any Shares, the
Shareholders will receive only a customer confirmation from the registered dealer which is a CDS
Participant and from or through which the Shares are purchased. References in this prospectus to a
Shareholder means, unless the context otherwise requires, the owner of the beneficial interest in such
Shares.
The ability of a beneficial owner of Shares to pledge such Shares or otherwise take action with respect to
such Shareholder’s interest in such Shares (other than through a CDS Participant) may be limited due to the
lack of a physical certificate.
The Company has the option to terminate registration of the Shares through the Book-Entry Only System in
which case certificates for the Shares in fully registered form would be issued to beneficial owners of such
Shares or their nominees.
The Company, the Directors and the transfer agent and registrar for the Shares will not have any liability for
(a) records maintained by CDS relating to beneficial interest in the Shares or book-entry accounts
maintained by CDS; (b) maintaining, supervising or reviewing any records relating to those beneficial
interests; or (c) any advice or representations by CDS and made or given with respect to the rules and
regulations of CDS, or any action taken or not taken by CDS, or the CDS Participants.
Company Administration
The Company has entered into the Administration Agreement with the Partnership whereby the Partnership
will provide or arrange for the provision of services required in the administration of the Company, including
those necessary to: (i) ensure compliance by the Company with continuous disclosure obligations under
applicable securities legislation, including the preparation of financial statements relating thereto; (ii) provide
investor relations services; (iii) provide or cause to be provided to Shareholders all information to which
Shareholders are entitled, including relevant information with respect to income taxes; (iv) call and hold
meetings of Shareholders and distribute required materials, including notices of meetings and information
circulars, in respect of all such meetings; (v) provide for the calculation of dividends to Shareholders; and
(vi) the provision of general accounting, bookkeeping and administrative services. The Administration
Agreement may be terminated by the Company upon payment to the Partnership of all costs and expenses
incurred by the Partnership in terminating contracts entered into by the Partnership with the approval of the
Company for the performance by the Partnership of its duties under the Administration Agreement.
The Partnership will pay all expenses incurred by it and attributable to the exercise of its duties in the
administration of the Company and the Company will reimburse the Partnership for such expenses.
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DESCRIPTION OF THE PARTNERSHIP
The Partnership is a limited partnership formed under the laws of Ontario. The business of the Partnership
is the ownership of the Pizza Pizza Rights and Pizza 73 Rights, the taking of actions consistent with the
Licence and Royalty Agreements to exploit, to the fullest extent possible, the use of the Pizza Pizza Rights
and Pizza 73 Rights by PPL, the collection of the Royalty payable to the Partnership under the Licence and
Royalty Agreements, and the administration of the affairs of the Company. The Partnership is governed by
the Limited Partnership Agreement.

Partners and Partnership Securities
The Partnership currently has authorized for issuance five classes of interests: Class A LP Units and
Class C LP Units (which could only be issued to the Company or its subsidiaries); Class B Units, and
Class D Units (which may be held by PPL or another general partner); and the GP Units (which are held
by Pizza Pizza GP, as managing general partner of the Partnership). The GP Units held by Pizza Pizza
GP carry only a nominal distribution and equity entitlement.
The partners of the Partnership at December 31, 2012 are:
•
•
•

Pizza Pizza GP, as the managing general partner, holding one outstanding GP Unit;
PPL, as a general partner with an effective 26.5% interest in the Partnership, holding 4,073,128
Class B Units, and 100,000 Class D Units; and
the Company, as the sole limited partner, holding 18,310,094 Class A LP Units and 3,000,000
Class C LP Units, an effective 73.5% interest in the Partnership. See “Material Contracts”.

Limited partners are liable for the liabilities, debts and obligations of the Partnership, but only to the extent of
the amount contributed by them or agreed to be contributed by them to the Partnership, providing that they
take no part in the management of the Partnership. Subject to applicable law, limited partners will otherwise
have no liability in respect of the liabilities, debts and obligations of the Partnership. Each holder of
GP Units, Class B Units and Class D Units, as a general partner, will have unlimited liability for an obligation
of the Partnership unless the holder of such obligation otherwise agrees.
The rights and entitlements of the Partnership Securities with respect to voting, distributions of distributable
cash, allocations of Partnership income and distributions of proceeds of liquidation of the Partnership are
described below. PPL’s rights to exchange its Class B or Class D Units for Shares are described under
“Exchange Rights”. The Partnership issues Class A LP Units to the Company on PPL’s exchange of any
Class B Units or Class D Units.
Distributions
Pizza Pizza GP, as managing general partner of the Partnership, has adopted a policy to distribute the
Partnership’s available cash to the maximum extent possible. Such distributions will be made to partners of
record holding Partnership Securities of their share of available cash as set out below. Distributions will be
made within 15 days of the end of each month and are intended to be received by the Company prior to its
related dividend to shareholders. Distributions will be paid to the partners of record on the last business day
of the month in respect of which the distribution is to be paid (except for the month of December, for which
the record date will be the last day of the month). The Partnership may, in addition, make a distribution at
any other time.
Available cash in respect of any period will represent, in general, the Royalty earned in such period, less
amounts which, in the opinion of Pizza Pizza GP, are required to be provided for at such time in respect of:
•

debt service obligations, if any, including payments on account of principal of and interest on
the Term Facility or any other debt obligations of the Partnership;
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•
•

expenses of the Company to be paid by the Partnership under the Administration Agreement;
and
reasonable reserves considered necessary or desirable by Pizza Pizza GP, have been
accumulated to cover seasonality and any unusual administrative expenditures.

Subject to the distribution of a Class B and Class D Distribution Adjustment, as described in the following
paragraph, the Partnership will make monthly distributions to its partners of available cash in the order of
priority (after payment of a priority distribution on the Class A LP Units sufficient to fund repurchases of
Shares, if any, and expenses of the Company in the applicable period) as follows:
(i)

(ii)
(iii)

first, to the holders of GP Units, 0.01% of the Partnership income (the “Initial Amount”),
plus, where Pizza Pizza GP’s outlays and expenses for the month properly incurred
exceed the Initial Amount, the amount of the excess multiplied by 1.02;
second, to the holders of Class C LP Units, the Class C Distribution; and
thereafter, to the holders of the Class A LP Units, the holders of the Class B Units and
the holders of the Class D Units on a pari passu basis; where (I) the aggregate amount
distributed to holders of Class B Units will be equal to the proportion of the
Partnership’s available cash that (i) the number of Shares into which all outstanding
Class B Units are exchangeable (based on the Class B Exchange Multiplier then
applicable) is of (ii) the number of all outstanding Shares (assuming the exchange of all
Class D Units and such Class B Units based on the Class B Exchange Multiplier then
applicable), (II) the aggregate amount distributed to holders of Class D Units will be
equal to the proportion of the Partnership’s available cash that (x) the number of
Shares into which all outstanding Class D Units are exchangeable (based on the Class
D Exchange Multiplier then applicable) is of (y) the number of all outstanding Shares
(assuming the exchange of all Class B Units and such Class D Units based on the
Class D Exchange Multiplier then applicable) and (III) where the balance of such
available cash will be distributed to holders of the Class A LP Units.

In addition, at the end of business on December 31 in each fiscal year of the Partnership, an amount
equal to any positive Class B Distribution Adjustment and Class D Distribution Adjustment shall be
declared distributable to holders of Class B Units and Class D Units, respectively, on December 31, pro
rata and in priority to the distributions referred to in clause (iii) above. The Class B Distribution Adjustment
provides the holders of the Class B Units with a cumulative preferential cash distribution equal to the
amount that would have been paid on the Class B Units during the relevant period had the Pizza Pizza
System Sales actually experienced over that period been reflected in the calculation of the Class B
Exchange Multiplier at the beginning of that period. Similarly, the Class D Distribution Adjustment
provides the holders of the Class D Units with a cumulative preferential cash distribution equal to the
amount that would have been paid on the Class D Units during the relevant period had the Pizza 73
System Sales actually experienced over that period been reflected in the calculation of the Class D
Exchange Multiplier at the beginning of that period. These distribution adjustments will be calculated as at
December 31 in each fiscal year. The Class B Distribution Adjustment will be the amount (whether
positive or negative) equal to (i) the amount of cash that would have been distributed on Class B Units
during that fiscal year if the Class B Exchange Multiplier determined at the end of the fiscal year (based
on actual Pizza Pizza System Sales) had been applied from the beginning of that fiscal year, less (ii) the
cash declared distributable on Class B Units during the fiscal year (not including any Class B Distribution
Amount declared payable on the Adjustment Date in that fiscal year); provided that, if the Class B
Distribution Adjustment as so calculated is negative, the holders of the Class B Units will pay such
amount to the Partnership as soon as practicable, pro rata in accordance with their respective holdings of
such Units. Similarly, the Class D Distribution Adjustment will be the amount (whether positive or
negative) equal to (i) the amount of cash that would have been distributed on Class D Units during that
fiscal year if the Class D Exchange Multiplier determined at the end of the fiscal year (based on actual
Pizza 73 System Sales) had been applied from the beginning of that fiscal year, less (ii) the cash
declared distributable on Class D Units during the fiscal year (not including any Class D Distribution
Amount declared payable on the Adjustment Date in that fiscal year); provided that, if the Class D
Distribution Adjustment as so calculated is negative, the holders of the Class D Units will pay such
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amount to the Partnership as soon as practicable, pro rata in accordance with their respective holdings of
such Units.
Allocation of Net Income and Loss
The income or loss, if any, of the Partnership for accounting purposes for each fiscal year, and the income
or loss, if any, of the Partnership as determined pursuant to the Tax Act for a particular fiscal year, will be
allocated to the holders of Class A LP Units, Class A Units (if any), Class B Units, Class C LP Units, Class C
Units (if any), Class D Units and GP Units based upon the available cash of the Partnership distributed to
such holders in respect of such fiscal year. The amount of income allocated to a partner may exceed or be
less than the amount of cash distributed by the Partnership to that partner. Income and loss of the
Partnership for accounting purposes is allocated to each partner in the same proportion as income or loss is
allocated for tax purposes.
Exchange Rights
Pursuant to the Exchange Agreement, holders of Class B Units have the right to exchange one Class B Unit
for that number of Shares equal to the Class B Exchange Multiplier applicable at the date of such exchange,
as described under “Licence and Royalty — Adjustments to the Royalty Pool and Payments Made Under
the Licence and Royalty Agreement - Adjustments to the Royalty Pool”. The Company will deliver an
equivalent proportion of the common shares of Pizza Pizza GP held by it. The Partnership will then
purchase the Class B Units acquired by the Company in return for that number of Class A LP Units equal to
the product of (i) the Class B Exchange Multiplier applicable at the date of exchange and (ii) the number of
Class B Units so acquired by the Company.
Pursuant to the Exchange Agreement, holders of Class D Units will be entitled to exchange one Class D
Unit for that number of Shares equal to the Class D Exchange Multiplier applicable at the date of such
exchange, as described under “Licence and Royalty — Adjustments to the Royalty Pool and Payments
Made Under the Licence and Royalty Agreements - Adjustments to the Royalty Pools”. The Company will
deliver an equivalent proportion of the common shares of Pizza Pizza GP held by it. The Partnership will
then purchase the Class D Units acquired by the Company in return for that number of Class A LP Units
equal to the product of (i) the Class B Exchange Multiplier applicable at the date of exchange and (ii) the
number of Class D Units so acquired by the Company.
The Exchange Rights may be exercised with respect to any number of Class B Units and/or Class D Units
at any time upon not less than three and not more than 10 business days’ prior written notice to the
Company and the Partnership of the exercise of such Exchange Rights.
Through the ownership of its Class B Units, PPL, as of December 31, 2012, effectively owned 21.3% of the
fully diluted Shares of the Company, assuming all outstanding Class B and Class D Units were exchanged
based on the Class B and Class D Exchange Multipliers then applicable.
Through the ownership of its Class D Units, PPL, as at December 31, 2012, effectively owned 5.2% of the
fully diluted Shares of the Company, assuming all outstanding Class B and Class D units were exchanged
based on the Class B and Class D Exchange Multipliers then applicable.
A holder of Class B Units or Class D Units may assign the Exchange Rights to an associate or affiliate to
which those Class B Units or Class D Units are transferred in accordance with the Limited Partnership
Agreement and the Governance Agreement.
Pursuant to the Exchange Agreement, holders of Class B Units or Class D Units have been granted
demand and “piggy-back” registration rights by the Company, enabling them to require the Company to
file a prospectus and otherwise assist with a public offering of Shares in Canada on the terms prescribed
therein, for so long as the aggregate direct or indirect retained interest in the Company is 10% or more. The
Company’s expenses in respect of such offering will be borne by the holder (or on a pro rata basis if both a
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holder and the Company are selling Shares in the offering). In the event of a “piggy-back” offering, the
Company’s financing requirements are to take priority.
LICENCE AND ROYALTY
The Licence
Pursuant to the Licence and Royalty Agreements, PPL has been granted licences to use the Pizza Pizza
Rights and Pizza 73 Rights in connection with the operation of its restaurant business in Canada for a
period of 99 years. It has the right to use the Pizza Pizza Rights and Pizza 73 Rights for other ancillary uses
in support of brand recognition and customer goodwill for the restaurant business in Canada. It also has the
right to sublicence the Pizza Pizza Rights and Pizza 73 Rights to its Owner/Operators, Franchisees and
sublicencees in all provinces and territories of Canada. The Partnership retains and will defend ownership of
the Pizza Pizza Rights and Pizza 73 Rights. Subject to certain exceptions, PPL has a right of first refusal
over any intended use of the Pizza Pizza Rights and Pizza 73 Rights by the Partnership in association with
any new ware or service, or any intended licence to a third party for use of the Pizza Pizza Rights and Pizza
73 Rights in connection with any new ware or service. The Partnership has agreed not to use, or licence for
use, the Pizza Pizza Rights and Pizza 73 Rights, for certain purposes designated under the Licence and
Royalty Agreements, which generally includes uses that may diminish the value of the Licence to PPL.
The Pizza Pizza and Pizza 73 Royalty
In consideration of the Licence, PPL is required to pay the Partnership, for each Payment Period, royalties
equal to 6% of System Sales for all Pizza Pizza Restaurants in the Royalty Pool and 9% of System Sales for
all Pizza 73 Restaurants in the Royalty Pool during that Payment Period. The amount of the Royalty is
determined at the end of each Payment Period and is payable to the Partnership within ten days of the end
of such Payment Period.
The “Royalty Pool” from time to time consists of the most recently adjusted number of restaurants to be
used for determining System Sales for a particular Payment Period. See “— Adjustments to the Royalty
Pools and Payments Made Under the Licence and Royalty Agreements”. For the purposes of determining
the amount of the Royalty payable, System Sales are the gross sales of jointly-controlled, PPL-owned and
franchised Pizza Pizza and Pizza 73 Restaurants, excluding (i) sales and goods and services tax or similar
amounts levied by any governmental or administrative authority, (ii) initial or renewal franchise fees charged
by Pizza Pizza upon the establishment or renewal of franchises and franchise agreements, and (iii) revenue
from PPL-approved national promotions and discounts. System Sales reported by Pizza Pizza and Pizza 73
franchised restaurants to PPL are self-assessed by each restaurant on a weekly reporting basis and are
submitted without regular independent assurance.
For the fiscal year of the Partnership ending December 31, 2012, the Royalty was determined on the
basis of the System Sales for the period January 1, 2012 to December 31, 2012 from the 690 restaurants
in the Royalty Pool on January 1, 2012. The System Sales for these restaurants for the period January 1,
2012 to December 31, 2012 were approximately $481,519,000.
Effective January 1, 2012, nine new Pizza Pizza restaurants and one new Pizza 73 restaurant were
added to the Royalty Pool and 15 Pizza Pizza restaurants, comprising nine traditional restaurants and six
non-traditional locations, were removed from the Royalty Pool. Of the nine new Pizza Pizza restaurants
opened during 2011, six were traditional restaurants and three were non-traditional locations. The one
Pizza 73 restaurant was a non-traditional location opened during the period from September 1, 2010 to
September 1, 2011. After this annual adjustment, the Royalty Pool decreased by a net five restaurants.
During 2012, royalties were paid to the Company on 690 restaurants in the Royalty Pool.
Each time a Royalty payment is made to the Partnership, PPL provides the Partnership with a statement,
certified as correct by the Chief Financial Officer of PPL, of the amount of the System Sales for the relevant
Payment Period. The Partnership is entitled to inspect Pizza Pizza’s books and records at any time (at the
Partnership’s expense) in order to review Pizza Pizza’s determination of the amount of the Royalty that is
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payable. In addition, PPL is required to provide the Partnership, not later than February 28 of each year,
with an audited statement of System Sales for the 12 months ended on the preceding December 31.
Security for the Royalty
Security
As security for the payment of the Pizza Pizza Royalty and Pizza 73 Royalty, and all other obligations of
PPL, under the Licence and Royalty Agreements, PPL entered into an Amended and Restated General
Security Agreement extending the existing general security interest of the Partnership in all present and
after acquired property of PPL (subject to customary permitted liens and certain other exceptions as
described below), including all amounts payable to PPL by its franchisees and Owner/Operators. Under the
Amended and Restated General Security Agreement, the Partnership is entitled, in the event of a default by
PPL, to appoint a receiver with the power to carry on the business of PPL. In addition, in the event of a
default by PPL, PPL shall immediately pay the Partnership an amount equal to the Royalty paid for the
previous 12 months. All amounts realized by the receiver, after costs, will be applied to the costs of
operating the business of Pizza Pizza and to the payment to the Partnership of the amounts due under the
Licence and Royalty Agreements.
Security interests in specific property of PPL may also be obtained, and the security interests to be granted
to the Partnership in respect of the Royalty may be subject to certain security interests in specific property of
PPL. In addition, PPL will use commercially reasonable efforts to obtain consents required from other
parties to key material contracts which have been assigned.
Negative Covenants
The Amended and Restated General Security Agreement contains customary negative covenants, including
the following covenants prohibiting:
1.

Additional indebtedness and encumbrances (a basket for permitted indebtedness and
encumbrances will be determined). PPL may not exceed a ratio of funded debt to EBITDA of
2.5:1.0. To the extent the Partnership has any outstanding debt, the lenders must approve any
funded indebtedness of PPL greater than $250,000 in aggregate;

2.

Loans, guarantees, advances or investments in any entity that is not a subsidiary which has not
provided its secured guarantee, with the exception of:

3.

(a)

guarantees, letters of commitment, and other agreements that could be construed as
contingent liabilities to support lender franchisee loans and non-Bank credit facilities
extended to PPL Franchisees and Unit Companies, which will not exceed $4,000,000 in the
aggregate without the prior written consent of the lenders. All such guarantees will be
limited to credit facilities made available to Pizza Pizza franchisees and Unit Companies
under the Canadian Small Business Financing Act (“CSBFA”); and

(b)

obligations to support non-CSBFA franchisee loans with other financial institutions where
PPL’s obligations are limited to (i) servicing the principal and interest of such loans for a
period no greater than 90 days from the time of franchisee default, and (ii) such payments
only being made from drawings under a letter of credit provided to such financial institution,
with the letter of credit to be provided by either the lenders or an institution acceptable to
the lenders.

Except for payments constituting royalties under the Licence and Royalty Agreements (which may
be made by PPL on a monthly or quarterly basis to the Partnership without restriction), all
dividends, distributions, withdrawals, bonuses (aside from management bonuses in the normal
course), advances, redemptions, payments of principal or interest (other than permitted payments
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on permitted indebtedness) to any partner, director, officer, shareholder or affiliate of Pizza Pizza or
any related party, except to the extent of meeting the following distribution test:
(a)

all financial covenants herein must be met both before and after any distribution; and

(b)

after payment of the royalty, any other type of distribution as described above must be from
“Excess Cash Flow”. “Excess Cash Flow” shall mean EBITDA less cash taxes, unfunded
capital expenditures, interest expense and all scheduled principal and lease payments.

4.

Sale of any assets other than those sold in the normal course of business including the sale of
corporate stores or interests therein to Pizza Pizza franchisees or Owner/Operators of the Pizza 73
Unit Companies.

5.

Amendment, deletion or change of anything material, in the opinion of the lenders, in the Licence
and Royalty Agreements or any of the supporting security documents.

6.

Capital expenditures by PPL to a maximum of $6,000,000 in 2012 and as per the budgeted amount
satisfactory to the Bank in subsequent years, unless otherwise approved in writing by the lenders.

7.

Liquidation, dissolution, merger, amalgamation, reorganization.

8.

Entry into or agreement to be bound by any agreement having the effect of restricting any
subsidiary or related party from making royalty distributions to the Partnership.

9.

Change of control.

10.

Investment in the business or property of another person, other than (i) repurchases of economic
interests in a Unit Company or a direct or indirect wholly owned subsidiary of Pizza Pizza or other
companies directly or indirectly controlled by the Estate of Michael Overs that are suppliers or
lessors to PPL or are otherwise related to the Pizza Pizza or Pizza 73 businesses, provided that all
amounts of the Royalty that are due and payable at the time of such investment have been paid;
and (ii) cash equivalent (money market) investments.

Certain Remedies
In the event of a default by PPL under the Licence and Royalty Agreements or the Amended and Restated
General Security Agreement, including the failure to pay the Royalty, the Partnership is entitled to a number
of remedies, both at law and under those agreements. The principal remedies are as follows:
•
•

•
•

the Partnership or the Company could commence legal proceedings against PPL to collect the
amount of the Royalty, as the case may be, and other amounts then due;
the Partnership or the Company could give notice to the Unit Companies, Franchisees and
sublicensees operating a restaurant of the assignment to the Partnership and the Company of
the amounts payable under the Unanimous Shareholder Agreements, franchise agreements
and sublicensees with PPL and require such Unit Companies, Franchisees and sublicensees to
pay these amounts to the Partnership and the Company;
the Partnership could terminate the Licence and Royalty Agreements and, in so doing, would
be required to provide for reasonable transition arrangements; and
the Partnership or the Company could appoint, or apply to the court for the appointment of, a
receiver to take possession of the assets of PPL over which the Partnership or the Company
have a security interest and carry on PPL business until the payments, or other arrangements
satisfactory to the Partnership and the Company, were made. The receiver could, if the
payments were not made, sell the assets of PPL over which the Partnership and the Company
have a security interest.
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In the event of a material default by PPL, the Licence and Royalty Agreements require PPL to prepay the
aggregate amount of the Royalty payable by it for 12 months and any monthly Make-Whole Payments and
Step Out Payments (as defined in the Licence and Royalty Agreements). In the event of the bankruptcy or
insolvency of PPL, the Licence and Royalty Agreements provide that PPL is required to prepay the Royalty
by paying the Partnership as liquidated damages the present value at that time of the Royalty (net of the
present value of amounts that the Partnership could reasonably earn pursuant to alternative licensing
arrangements available to the Partnership, acting reasonably, if the Licence were terminated and the
Pizza Pizza Rights and Pizza 73 Rights licenced to a third party) over the remaining term of the Licence and
Royalty Agreements.
Until the Royalty is brought into good standing or the Partnership and the Company agree to other
arrangements, and subject to applicable law (including laws governing bankruptcy and insolvency matters
and reorganizations) and to the rights of parties to other agreements in the case of a default, a receiver
appointed by the Partnership or by the court would continue to operate PPL business over which the
Partnership and the Company have a security interest.
The foregoing is a summary only of the remedies available to the Partnership and the Company in the event
of a default by PPL under the Licence and Royalty Agreements and the Amended and Restated General
Security Agreement. Reference should be made to the full text of these agreements for additional details
concerning these remedies.
Operating Covenants of PPL in the Pizza Pizza and Pizza 73 Licence and Royalty Agreements
PPL has agreed in the Licence and Royalty Agreements, among other things, to:
•
•
•
•

•
•

•

operate and conduct its business (including the supervision of the Owner/Operators,
Franchisees or sublicensees) in at least the manner and to at least the standards that PPL
business was conducted and operated at the date of the agreements;
preserve and protect the business of PPL and all goodwill associated therewith;
use reasonable commercial efforts to collect all fees and other amounts payable to PPL under
the Unanimous Shareholder Agreements, franchise agreements with the Franchisees or
sublicensees;
monitor the compliance of the Unit Companies, Pizza Pizza Franchisees and other permitted
sublicencees with the trade mark and character and quality standards set under the Unanimous
Shareholder Agreements, the Pizza Pizza franchise agreements or sublicenses, including to
protect the goodwill associated with the Pizza Pizza and Pizza 73 Rights;
enforce the observance and performance of the Unanimous Shareholder Agreements,
franchise agreements or sublicenses by Owner/Operators, Franchisees or sublicensees in a
manner that is consistent with good and prudent business practices;
not, without the consent of the board of directors of Pizza Pizza GP, which shall not be withheld
or delayed unreasonably, amend the terms of any Unanimous Shareholder Agreements,
franchise agreement or sublicenses such that:
• royalty revenues and other payments under the Unanimous Shareholder Agreements
or franchise agreements are calculated in a manner that is inconsistent with the
present practices of PPL, including, without limitation, any reduction in the percentage
of sales that is payable by Owner/Operators or Franchisees in respect of royalties or
other payments;
• Owner/Operators and Franchisees are required or have the opportunity to purchase
supplies or equipment from PPL or any affiliate of or related party to PPL in connection
with any change in the manner by which payments to PPL are determined; or
• Owner/Operators or Franchisees are obligated to carry on business in a manner that is
materially inconsistent with historical Company practice; and
take steps to ensure that the public is advised of the change of ownership, including notification
in restaurants, that the Partnership is the owner of the trademarks and updating in the ordinary
course its materials to identify the trade mark owner as the Partnership.
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Adjustments to the Royalty Pools and Payments Made Under the Licence and Royalty Agreements
PPL intends to continue to expand the number of Pizza Pizza and Pizza 73 Restaurants that will be
included in the Royalty Pool. At the same time, Management expects that certain restaurants may be closed
from time to time, consistent with historical experience. Pursuant to the Licence and Royalty Agreements,
the Royalty Pool will be adjusted annually in order to account for the opening and closing of Pizza Pizza
Restaurants during the preceding year.
As described below, an increase in the number of Pizza Pizza and Pizza 73 Restaurants in the Royalty Pool
may result in an increase of the Class B and Class D Exchange Multiplier, respectively, meant to reflect the
value to the Partnership of the increase in System Sales and the corresponding increase in the Royalty.
Conversely, a reduction in the number of Pizza Pizza and Pizza 73 Restaurants in the Royalty Pool may
result in the payment by PPL to the Partnership of an amount meant to reflect the reduction in System Sales
and the corresponding decrease in the Royalty.
The following is a summary only of the manner in which these adjustments are to be calculated and
implemented. Reference should be made to each of the two Licence and Royalty Agreements and the
Amended and Restated Limited Partnership Agreement for the full text of these adjustment provisions.
Adjustments to the Pizza Pizza Royalty Pool
The Pizza Pizza Royalty Pool will be adjusted annually, on January 1 of each calendar year
(the “Adjustment Date”), to include Pizza Pizza Restaurants that were open on or prior to December 31 of
the previous year and not permanently closed prior to the Adjustment Date and which were not previously
included in the Royalty Pool (“Additional Restaurants”). At the same time, the Royalty Pool will be adjusted
to remove restaurants that were included in the Royalty Pool during the immediately preceding fiscal year
but which have been permanently closed prior to the Adjustment Date (“Closed Restaurants”). Following
that Adjustment Date, for the purposes of calculating the Royalty, System Sales will be determined based
on Pizza Pizza Restaurants included in the Royalty Pool following those additions and removals of
restaurants. For this purpose, a new or relocated restaurant that is opened by the same franchisee in
replacement of an existing restaurant that is closed will not be treated as an Additional Restaurant and the
restaurant that is closed will not be treated as a Closed Restaurant; rather, the new restaurant will continue
to be included in the Royalty Pool.
Adjustments if there are Additional Restaurants but no Closed Restaurants
If System Sales increase due to the inclusion of Additional Restaurants in the Royalty Pool, the amount of
the annual Royalty payable to the Partnership thereafter will be expected to increase. As a result, on an
Adjustment Date, if Additional Restaurants are added to the Royalty Pool and there are no Closed
Restaurants or Make-Whole Payments (as defined below) carried over and owing, the Class B Exchange
Multiplier will be adjusted upwards to reflect the value to the Partnership of that future increase in System
Sales and the corresponding increase in the Royalty. This adjustment will be made with reference to the
“Determined Amount” which is equal to 92.5% of the amount of the Additional System Sales for the 52 week
period commencing on the Adjustment Date resulting from the inclusion of the Additional Restaurants in the
Royalty Pool, net of any decrease in System Sales (as compared to the year prior to the Adjustment Date)
attributable to restaurants in the Royalty Pool whose franchised territories formerly included populations (in
the year prior to the relevant Adjustment Date) now included in the territory of the Additional Restaurant
(the ”Additional System Sales”), multiplied by the Royalty rate, and divided by the Share Yield, and
multiplied by a number equal to (1-Tax%). “Tax%” will be an estimate of the Company’s effective tax rate
for the year (determined using the total income taxes paid by the Company during the fiscal year divided
by the total cash received by the Company during that fiscal year) (i.e., for the Adjustment Date of
January 1, 2012, it is the effective Company tax rate for the year ended December 31, 2012). This
estimate of the effective tax rate will be subject to an adjustment when the actual effective entity level tax
rate of the Company for the year is known.
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Determined Amount = 92.5%×(1-Tax%)× Additional System Sales of Additional Restaurants × Royalty rate
Share Yield
The “Share Yield” as of the Adjustment Date will be equal to the amount of the cash dividends paid by the
Company to Shareholders for each Share held during the 52 week period ended immediately prior to such
date, divided by the Current Market Price of a Share on such date.
Adjustments and Make-Whole Payments if there are Closed Restaurants
If there are Closed Restaurants, the amount of the Royalty payable to the Partnership by PPL can be
expected to decrease both in the year in which the permanent closure of the restaurant occurred and in
subsequent years. As a result, the Pizza Pizza Licence and Royalty Agreement and the Limited Partnership
Agreement provide for the following adjustments to be made.
First, an amount reflecting the reduction in the Royalty resulting from the decrease in System Sales will be
paid by PPL to the Partnership (the ”Make-Whole Payment”), commencing from the date of permanent
closure of a Closed Restaurant. Such amount will be calculated based on the System Sales generated by
the Closed Restaurant for the first 52-week period in which the Closed Restaurant was included in the
Royalty Pool multiplied by the Royalty rate. One-twelfth of the Make-Whole Payment will be paid every
month for the remainder of the year in which the permanent closure occurred, up to the next Adjustment
Date (pro rated for partial months).
Subsequently, on each Adjustment Date, the Make-Whole Payment will be taken into account in calculating
the adjustment to be made to the Royalty Pool on that Adjustment Date. If Additional System Sales of the
Additional Restaurants to be added to the Royalty Pool are sufficient to offset the lost System Sales from
the Closed Restaurants for the first 52-week period in which the Closed Restaurants were included in the
Royalty Pool, the Partnership will be required to pay the applicable Determined Amount to Pizza Pizza,
although the Determined Amount (and thus the extent of the adjustment of the Class B Exchange Multiplier)
will be reduced to account for the Closed Restaurants. If the System Sales generated by the Closed
Restaurants for the first 52-week period in which the Closed Restaurants were included in the Royalty Pool
exceed the Additional System Sales of Additional Restaurants to be added to the Royalty Pool, the
Make-Whole Payment will be carried over, and continue to be paid for subsequent years, until on an
Adjustment Date, Additional System Sales of Additional Restaurants are sufficient to offset the System
Sales attributable to all Closed Restaurants. In these circumstances, the amount of the Make-Whole
Payment will be reduced to account for any expected increase in the Royalty related to the Additional
System Sales of Additional Restaurants to be added to the Royalty Pool as at such Adjustment Date.
The following formula reflects the manner in which the Determined Amount will be calculated where there
are both Additional Restaurants and Closed Restaurants as of an Adjustment Date:
[(Additional System Sales of Additional Restaurants – System
Determined Amount = 92.5% x (1-Tax%) x System Sales of Closed Restaurants) x Pizza Pizza Royalty
rate]
Share Yield
Adjustment of the Class B Exchange Multiplier
The change in the amount of the Royalty to be received by the Partnership as a result of changes in the
restaurants included in the Royalty Pool (and their System Sales) will affect the extent of Pizza Pizza’s
retained interest through the adjustment to the exchange rate at which the Class B Units may ultimately be
exchanged for Shares of the Company, referred to as the “Class B Exchange Multiplier”, which has the
meaning described in the Glossary of Terms. The Class B Exchange Multiplier determines the number of
Shares into which the Class B Units are exchangeable from time to time. On July 6, 2005, each Class B Unit
was exchangeable for one Share, representing a Class B Exchange Multiplier of one. If there are Additional
Restaurants (but no Closed Restaurants) on an Adjustment Date, or if the Additional System Sales of
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Additional Restaurants are sufficient to offset the System Sales attributable to all Closed Restaurants, the
Class B Exchange Multiplier will be adjusted upwards, based on the Determined Amount, to reflect the
increase in value of the Partnership due to an increase in the royalty stream. This adjustment will also
increase the entitlement of the holders of Class B Units to distributions of cash and allocations of income
from the Partnership in the manner set out below.
The Class B Exchange Multiplier is adjusted on two occasions, based on the calculation of the Determined
Amount as set out above. The first adjustment will be made on an Adjustment Date, at which date PPL will
forecast the expected Additional System Sales that will be generated for the first 52-week period that the
Additional Restaurants are included in the Royalty Pool (the “Forecast Additional System Sales of Additional
Restaurants”). The Partnership will, on that first Adjustment Date, adjust the Class B Exchange Multiplier
based on only 80% of the estimated Determined Amount (calculated using Pizza Pizza’s forecast in
accordance with the formulas described above) in the following manner:
Adjusted Class B
Exchange Multiplier

=

(80% of Determined Amount/Current Market
Price of the Shares)
____________________________________

+

Class B
Exchange Multiplier from
Preceding Fiscal Year

Class B Units Outstanding
On the following Adjustment Date, the actual Determined Amount will be calculated for the previous
52-week period and will be compared to the estimated Determined Amount. If actual Additional System
Sales of the Additional Restaurants exceed 80% of Forecast Additional System Sales of Additional
Restaurants, a second upwards adjustment to the Class B Exchange Multiplier will be made, in the same
manner as the first adjustment. If, however, actual Additional System Sales of Additional Restaurants are
less than 80% of Forecast Additional System Sales of Additional Restaurants, the Class B Exchange
Multiplier will be adjusted downwards. There will also be corresponding adjustments to any distributions or
other amounts payable over such period to reflect such adjustments.
On January 1, 2012, six net Pizza Pizza restaurants were removed from the Royalty Pool as a result of
nine new restaurants opening and fifteen closing from January 1, 2011 to December 31, 2011. The Class
B Exchange Multiplier initially increased to 1.55619 in accordance with the foregoing calculations. The
second adjustment to the Class B Exchange Multiplier in respect of 2012 was made in early 2013 effective
January 1, 2012, and as a result, the final Class B Exchange Multiplier effective for 2012 was 1.57244.
Distribution Entitlement of Class B Units
The distribution entitlement of the Class B Units will vary, based on changes in the Class B Exchange
Multiplier from time to time. Each Class B Unit will carry an entitlement to an aggregate annual distribution,
payable monthly, based on the number of Shares for which that Class B Unit is exchangeable, determined
at the most recent Adjustment Date.
On the closing date of the Fund’s initial public offering, the Class B Exchangeable Multiplier was 1.0.
Therefore, in calculating the distribution entitlement of a Class B Unit immediately following, the
Partnership’s available cash was allocated to the holder of that share without adjustment. However, effective
January 1, 2012, the Class B Exchange Multiplier was 1.55619 (meaning that one Class B Unit could be
exchanged for 1.55619 units of the Fund). As a result, during 2012, the Partnership’s available cash was
allocated to the holder of that unit as if it held 1.55619 Class B Units.
If at the end of the year, after dividends have been paid on this basis, the actual System Sales are higher or
lower than the estimate used to calculate the Class B Exchange Multiplier (and thereby to determine the
distribution entitlement of the Class B Units), the Class B Distribution Adjustment described under
“Description of the Partnership — Partnership Securities — Distributions” will be payable by the holders of
the Class B Units to the Partnership (if actual System Sales were less than estimated System Sales for the
year) or by the Partnership to the holders of the Class B Units (if actual System Sales exceeded estimated
System Sales). In respect of the year ended December 31, 2012, it was determined in early 2013 that sales
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of the nine new restaurants added to the royalty pool were higher than estimated, resulting in an increase in
PPL’s Share equivalent holdings of Class B Units by 66,205 to 6,404,759 effective January 1, 2012.
Adjustments to the Pizza 73 Royalty Pool
The Pizza 73 Royalty Pool will be adjusted annually, on January 1 of each calendar year (the
‘‘Adjustment Date’’) to include Pizza 73 Restaurants that were open on or prior to September 1 of the
previous year and not permanently closed prior to the Adjustment Date and which were not previously
included in the Pizza 73 Royalty Pool (‘‘Additional Restaurants’’). At the same time, the Pizza 73 Royalty
Pool will be adjusted to remove restaurants that were included in the Pizza 73 Royalty Pool during the
immediately preceding fiscal year but which have been permanently closed prior to the Adjustment Date
(‘‘Closed Restaurants’’). Following that Adjustment Date, for the purposes of calculating the Pizza 73
Royalty, Pizza 73 System Sales will be determined based on Pizza 73 Restaurants included in the Pizza
73 Royalty Pool following those additions and removals of restaurants. For this purpose, a new or
relocated restaurant that is opened by the same Owner/Operator in replacement of an existing restaurant
that is closed will not be treated as an Additional Restaurant and the restaurant that is closed will not be
treated as a Closed Restaurant; rather, the new restaurant will continue to be included in the Pizza 73
Royalty Pool.
Adjustments if there are Additional Restaurants but no Closed Restaurants
If Pizza 73 System Sales increase due to the inclusion of Additional Restaurants in the Pizza 73 Royalty
Pool, the amount of the annual Pizza 73 Royalty payable to the Partnership thereafter will be expected to
increase. As a result, on an Adjustment Date, if Additional Restaurants are added to the Pizza 73 Royalty
Pool and there are no Closed Restaurants or Make-Whole Payments (as defined below) carried over and
owing, the Class D Exchange Multiplier will be adjusted upwards to reflect the value to the Partnership of
that future increase in Pizza 73 System Sales and the corresponding increase in the Pizza 73 Royalty.
See ‘‘— Adjustment of the Class D Exchange Multiplier’’. This adjustment will be made with reference to
the ‘‘Determined Amount’’ which is equal to 92.5% of the amount of the additional Pizza 73 System Sales
for the 52 week period commencing on the Adjustment Date resulting from the inclusion of the Additional
Restaurants in the Pizza 73 Royalty Pool, net of any decrease in Pizza 73 System Sales attributable to
restaurants in the Pizza 73 Royalty Pool (‘‘Adjusted Restaurants’’) whose territories formerly included
populations now included in the territory of the Additional Restaurant (the ‘‘Additional System Sales’’),
multiplied by the Pizza 73 Royalty rate, and divided by the Share Yield, and multiplied by a number equal
to (1-Tax%). “Tax%” will be an estimate of the Company’s effective tax rate for the year (determined
using the total income taxes paid by the Company during the fiscal year divided by the total cash received
by the Company during that fiscal year) (i.e., for the Adjustment Date of January 1, 2012, it is the effective
Company tax rate for the year ended December 31, 2012). This estimate of the effective tax rate will be
subject to an adjustment when the actual effective entity level tax rate of the Company for the year is
known. For this purpose, the decrease in Pizza 73 System Sales attributable to an Adjusted Restaurant
will be netted from the additional Pizza 73 System Sales on the first Adjustment Date after the Step Out
Payment described below under ‘‘— Step Out Payments’’ is no longer payable (the ‘‘Step Out Adjustment
Date’’). The decrease in Pizza 73 System Sales of an Adjusted Restaurant shall be determined as the
difference, if any, between (i) the Pizza 73 System Sales attributable to that restaurant for a 52 week
period ending at the end of the month preceding the effective date of its territory change, and (ii) the
actual Pizza 73 System Sales for that Adjusted Restaurant in the year preceding the Step Out Adjustment
Date.

Determined Amount = 92.5% x (1-Tax%) x

Additional System Sales of Additional
Restaurants x Pizza 73 Royalty rate
Share Yield

The ‘‘Share Yield’’ as of the Adjustment Date will be equal to the amount of the cash dividends paid by
the Company to Shareholders for each Share held during the 52 week period ended immediately prior to
such date, divided by the Current Market Price of a Share on such date.
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Adjustments and Make-Whole Payments if there are Closed Restaurants
If there are Closed Restaurants, the amount of the Pizza 73 Royalty payable to the Partnership by PPL
can be expected to decrease both in the year in which the permanent closure of the restaurant occurred
and in subsequent years. As a result, the Pizza 73 Licence and Royalty Agreement and the Limited
Partnership Agreement, as amended and restated effective upon the closing of the Acquisition and the
Share Purchase, will provide for the following adjustments to be made.
First, an amount reflecting the reduction in the Pizza 73 Royalty resulting from the decrease in Pizza 73
System Sales will be paid by PPL to the Partnership (the ‘‘Make-Whole Payment’’), commencing from the
date of permanent closure of a Closed Restaurant. Such amount will be calculated based on the Pizza 73
System Sales generated by the Closed Restaurant for the first 52-week period in which the Closed
Restaurant was included in the Pizza 73 Royalty Pool multiplied by the Pizza 73 Royalty rate. One-twelfth
of the Make-Whole Payment will be paid every month for the remainder of the year in which the
permanent closure occurred, up to the next Adjustment Date (pro rated for partial months).
Subsequently, on each Adjustment Date, the Make-Whole Payment will be taken into account in
calculating the adjustment to be made to the Pizza 73 Royalty Pool on that Adjustment Date. If Additional
System Sales of the Additional Restaurants to be added to the Pizza 73 Royalty Pool are sufficient to
offset the lost Pizza 73 System Sales from the Closed Restaurants for the first 52-week period in which
the Closed Restaurants were included in the Pizza 73 Royalty Pool, the Partnership will be required to
pay the applicable Determined Amount to Pizza Pizza, although the Determined Amount (and thus the
extent of the adjustment of the Class D Exchange Multiplier described below) will be reduced to account
for the Closed Restaurants. If the Pizza 73 System Sales generated by the Closed Restaurants for the
first 52-week period in which the Closed Restaurants were included in the Pizza 73 Royalty Pool exceed
the Additional System Sales of Additional Restaurants to be added to the Pizza 73 Royalty Pool, the
Make-Whole Payment will be carried over, and continue to be paid for subsequent years, until on an
Adjustment Date, Additional System Sales of Additional Restaurants are sufficient to offset the Pizza 73
System Sales attributable to all Closed Restaurants. In these circumstances, the amount of the MakeWhole Payment will be reduced to account for any expected increase in the Pizza 73 Royalty related to
the Additional System Sales of Additional Restaurants to be added to the Pizza 73 Royalty Pool as at
such Adjustment Date.
The following formula reflects the manner in which the Determined Amount will be calculated where there
are both Additional Restaurants and Closed Restaurants as of an Adjustment Date:
[(Additional System Sales of Additional Restaurants—Pizza 73
Determined Amount = 92.5% x (1-Tax%) x System Sales of Closed Restaurants) * Pizza 73 Royalty rate]
Share Yield
Adjustment of the Class D Exchange Multiplier
The change in the amount of the Pizza 73 Royalty to be received by the Partnership as a result of
changes in the restaurants included in the Pizza 73 Royalty Pool (and their Pizza 73 System Sales) will
affect the extent of Pizza Pizza’s retained interest through the adjustment to the exchange rate at which
the Class D Units may ultimately be exchanged for Shares of the Company, referred to as the ‘‘Class D
Exchange Multiplier’’. The Class D Exchange Multiplier determines the number of Shares into which the
Class D Units are exchangeable from time to time. If there are Additional Restaurants (but no Closed
Restaurants) on an Adjustment Date, or if the Additional System Sales of Additional Restaurants are
sufficient to offset the Pizza 73 System Sales attributable to all Closed Restaurants, the Class D
Exchange Multiplier will be adjusted upwards, based on the Determined Amount, to reflect the increase in
value of the Partnership due to an increase in the royalty stream. This adjustment will also increase the
entitlement of the holders of Class D Units to distributions of cash and allocations of income from the
Partnership in the manner set out below.
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The Class D Exchange Multiplier is adjusted on two occasions, based on the calculation of the
Determined Amount as set out above. The first adjustment will be made on an Adjustment Date, at which
date PPL will forecast the expected Additional System Sales that will be generated for the first 52-week
period that the Additional Restaurants are included in the Pizza 73 Royalty Pool (the ‘‘Forecast Additional
System Sales of Additional Restaurants’’). The Partnership will, on that first Adjustment Date, adjust the
Class D Exchange Multiplier based on only 80% of the estimated Determined Amount (calculated using
Pizza Pizza’s forecast in accordance with the formulas described above) in the following manner:
Adjusted Class D
Exchange Multiplier =

(80% of Determined Amount/Current Market Class D Exchange Multiplier from
Price of the Shares)
+ Preceding Fiscal Year
Class D Units Outstanding

On the following Adjustment Date, the actual Determined Amount will be calculated for the previous 52week period and will be compared to the estimated Determined Amount. If actual Additional System
Sales of the Additional Restaurants exceed 80% of Forecast Additional System Sales of Additional
Restaurants, a second upwards adjustment to the Class D Exchange Multiplier will be made, in the same
manner as the first adjustment. If, however, actual Additional System Sales of Additional Restaurants are
less than 80% of Forecast Additional System Sales of Additional Restaurants, the Class D Exchange
Multiplier will be adjusted downwards. There will also be corresponding adjustments to any distributions
or other amounts payable over such period to reflect such adjustments.
Effective January 1, 2012, upon the addition of one net new restaurant in the Royalty Pool, the Class D
Exchange Multiplier was 15.47131 in accordance with the foregoing calculations. The second adjustment
to the Class D Exchange Multiplier in respect of 2012 was made in early 2013 effective January 1, 2012,
and as a result, the Class D Exchange Multiplier effective for 2012 increased to 15.48071.
Distribution Entitlement of Class D Units
The distribution entitlement of the Class D Units will vary, based on changes in the Class D Exchange
Multiplier from time to time. Each Class D Unit will carry an entitlement to an aggregate annual
distribution, payable monthly, based on the number of Shares for which that Class D Unit is
exchangeable, determined at the most recent Adjustment Date.
On the Pizza 73 acquisition closing date, the Class D Exchangeable Multiplier was set at 100,000.
Effective January 1, 2012, the Class D Exchange Multiplier was 15.47131 (meaning that one Class D Unit
could be exchanged for 15.47131 Shares of the Company). As a result, during 2012, the Partnership’s
available cash was allocated to the holder of that Class D Unit as if it held 15.47131 Shares.
If at the end of the year, after distributions have been paid on this basis, the actual Pizza 73 System
Sales higher or lower than the estimate used to calculate the Class D Exchange Multiplier (and thereby to
determine distribution entitlement of the Class D Units), the Class D Distribution Adjustment described
under “Description of the Partnership — Partnership Securities — Distributions” will be payable by the
holders of the Class D Units to the Partnership (if actual Pizza 73 System Sales were less than estimated
Pizza 73 System Sales for the year) or by the Partnership holders of the Class D Units (if actual Pizza 73
System Sales exceeded estimated Pizza 73 System Sales). In respect of the year ended December 31,
2012, sales of the one net restaurant added to the Royalty Pool were higher than estimated, resulting in
an increase to PPL’s Share equivalent holdings of Class D Units by 940 Units to 1,548,071 effective
January 1, 2012.
Step Out Payments
Each Pizza 73 Unit Company operates within a territory that is established by its Unanimous Shareholder
Agreement, which defines the area served by a Pizza 73 Restaurant. In particular, orders received from
that area will be directed to that Pizza 73 Restaurant to be filled and delivered. As a result of the
significant growth recently experienced in the Calgary and Edmonton metropolitan areas, certain existing
Pizza 73 Restaurants have operated at or near their capacity levels, as the population in their respective
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territories, and the order volume they are required to fill, has grown. As a result, the territory assigned to
certain of the existing Pizza 73 Restaurants included in the Pizza 73 Royalty Pool may be reallocated
between an existing restaurant and new Pizza 73 Restaurants that will be opened to better serve the area
(subject to the agreement of the relevant Unit Company shareholders). A reduction in the territory of an
existing Pizza 73 Restaurant may be implemented even when it is not operating at capacity, as where
growth in that territory is expected or Pizza 73 seeks greater market penetration through the development
of new locations in a market. This would result in an initial decrease in the Pizza 73 System Sales of the
existing Pizza 73 Restaurant, the territory of which has been reduced.
Based on Pizza 73’s past experience, Management believes that the decline in Pizza 73 System Sales in
respect of a Pizza 73 Restaurant following such a territory reduction will typically be significantly greater
than the impact historically experienced on Pizza Pizza Restaurants that has resulted from comparable
changes to the defined territory served by Pizza Pizza Restaurants, due in part to the greater reliance of
Pizza 73 Restaurants on delivery volumes. To the extent that those ‘‘lost’’ Pizza 73 System Sales are
effectively transferred to the new Pizza 73 Restaurant, those sales would not be reflected in the Pizza 73
Royalty Pool until the next applicable Adjustment Date. Accordingly, pursuant to the Pizza 73 Licence and
Royalty Agreement, PPL will pay to the Partnership a monthly payment (the ‘‘Step Out Payment’’) in
respect of an Adjusted Restaurant, the territory of which has been reduced, from the month in which the
reduction occurs to the end of the next following calendar year. The Step-Out Payment will be calculated
as the difference between the average monthly Pizza 73 Royalty payment attributable to that Adjusted
Restaurant in the 12 months immediately preceding the month in which the territory reduction occurs, less
the Pizza 73 Royalty payment attributable to the restaurant in the current month. One limitation of the
vend-in arrangements for a new Pizza 73 Restaurant that is opened as a result of such a territory
adjustment is that the sales of this restaurant (upon which the vend-in price received by PPL is based,
when the new restaurant is added to the Pizza 73 Royalty Pool as an Additional Restaurant) may include
growth in sales of the existing Pizza 73 Restaurant that would have been achieved in the absence of the
new restaurant. The Step Out Payment will maintain monthly Pizza 73 Royalty payments in respect of an
affected Pizza 73 Restaurant for a maximum of 23 months following a reduction of its territory, but will not
offset any adverse impact on the growth prospects of the affected restaurant or the Pizza 73 Royalty
income foregone as a consequence of such reduced growth (although the Pizza 73 System Sales of the
new restaurant will be subject to inclusion in the Pizza 73 Royalty Pool as an Additional Restaurant on a
subsequent Adjustment Date).
In respect of the year-ended December 31, 2012, there were no restaurants for which a Step-Out
Payment was required.
MANAGEMENT AND CORPORATE GOVERNANCE OF PIZZA PIZZA GP
Pizza Pizza GP has the authority to manage the business and affairs of the Partnership, to make decisions
regarding the business of the Partnership and to bind the Partnership in respect of any such decision.
Pizza Pizza GP is required to exercise its powers and discharge its duties honestly, in good faith and in the
best interests of the Partnership and to exercise the care, diligence and skill of a reasonably prudent person
in comparable circumstances. The activities of the Partnership will be overseen by the Board of Directors of
Pizza Pizza GP and by employees of the Partnership who will be specifically engaged for that purpose.
PPL, as a general partner of the Partnership, will be actively engaged in the business of the Partnership, will
be responsible for, and have authority in, assisting Pizza Pizza GP in the management of the business and
affairs of the Partnership and will perform such additional specific duties in connection with the business of
the Partnership as shall be delegated to it by Pizza Pizza GP from time to time pursuant to the Limited
Partnership Agreement. PPL will provide consultation and management services to the Partnership as to
the operation and management of the Partnership’s business, in addition to the assistance provided to
Pizza Pizza GP.
In particular, PPL will be responsible for:
•

the performance of the duties of the Partnership pursuant to the Administration Agreement;
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•
•

the provision of accounting, bookkeeping and administrative services; and
subject to the approval of Pizza Pizza GP, allocating distributions of cash and allocations of
taxable and accounting income to the partners.

The Limited Partnership Agreement provides that all material transactions and agreements involving the
Partnership must be approved by Pizza Pizza GP’s board of directors and, where those agreements involve
PPL or its affiliates or associates, they must be approved by a majority of the directors who are not
nominees of PPL or of an affiliate or an associate of PPL. In addition, where those transactions or
agreements involve the creation of debt obligations for which PPL, as a general partner, is liable, they must
be approved by PPL.
The authority of Pizza Pizza GP will be limited in certain respects under the Limited Partnership Agreement.
Pizza Pizza GP is prohibited from dissolving the Partnership or selling, exchanging or otherwise disposing of
all or substantially all of the assets of the Partnership (otherwise than in conjunction with an internal
reorganization) without the prior approval of the partners given by a resolution of the board of directors of
Pizza Pizza GP that is consented to by each of the general partners and the Trust (a “Partnership Special
Resolution”).
The Chief Executive Officer and the Chief Financial Officer of Pizza Pizza GP perform functions similar to a
chief executive officer and chief financial officer in respect of PPL. As such, the Chief Executive Officer and
the Chief Financial Officer of Pizza Pizza GP will execute the certificates required to be filed pursuant to
National Instrument 52-109 — Certification of Disclosure in Issuers’ Annual and Interim Filings.
Capital of Pizza Pizza GP
The authorized share capital of Pizza Pizza GP consists of an unlimited number of common shares (“GP
Shares”) without par value. At December 31, 2012, 73.5% of the issued and outstanding GP Shares are
owned by the Company and 26.5% are owned by PPL.
Each GP Share entitles the holder thereof to receive notice of and to attend all meetings of shareholders of
Pizza Pizza GP and to one vote per share at such meetings (other than meetings of another class of shares
of Pizza Pizza GP). The GP Shares entitle the holders thereof to receive in any year dividends as and when
declared by the board of directors on the GP Shares. In the event of a Liquidation Distribution, holders of the
Common Shares, after payment of or other proper provision for all of the liabilities of Pizza Pizza GP, are
entitled to share ratably in all remaining assets of Pizza Pizza GP. The articles of Pizza Pizza GP restrict the
transfer of GP Shares without the consent of the directors or shareholders of Pizza Pizza GP.
Management and Control of Pizza Pizza GP
The business of Pizza Pizza GP is managed and supervised by its board of directors. The Company
entered into the Governance Agreement with Pizza Pizza GP and PPL which provides for various matters
relating to Pizza Pizza GP and the management, control and operation of the business, operations and
affairs of the Partnership by Pizza Pizza GP.
Restrictive Covenants
The Governance Agreement provides that so long as the Estate of Michael Overs continues to beneficially
own securities representing 5% or more of the outstanding voting securities of Pizza Pizza GP, it will not
own or operate or otherwise be interested in any pizza QSR business in Canada during the term of the
Licence and Royalty Agreements, except through ownership of Shares and as permitted by the Licence and
Royalty Agreements. Pursuant to the Licence and Royalty Agreements, PPL will only be permitted to carry
on its pizza QSR business and the Chicken Chicken business during the term of the agreements.
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Restrictions on the Transfer of Partnership Securities
The Company has agreed in the Governance Agreement that the Company will not sell or otherwise
dispose of any of its Partnership Securities except with the prior written consent of PPL.
PPL has agreed in the Governance Agreement that, until the Company is liquidated, the Partnership
Securities held by PPL may only be sold or otherwise disposed of by PPL to a Related Party or to the
Company pursuant to the Exchange Rights or the Limited Partnership Agreement. The Partnership
Securities may also be sold or otherwise disposed of by PPL in the event of:
•
•

a takeover bid for all of the Shares in which the offeror acquires 90% of all of the issued and
outstanding Shares (including rights to the Shares to be issued to PPL upon exercise of the
Exchange Rights); or
a takeover bid, amalgamation, plan of arrangement or other business combination or
reorganization involving all or substantially all of the shares in the capital of, or the assets of, the
Partnership, or all or substantially all of the Shares or assets of the Company.

If a takeover bid is made for all of the issued and outstanding Shares (including rights to the Shares to be
issued upon exercise by PPL of the Exchange Rights) or a proposal is made for the sale of all or
substantially all of the direct or indirect properties of the Company, and
•

not less than 90% of the Shares on a fully diluted basis, including the Partnership Securities
exchangeable for Shares upon exercise of the Exchange Rights (other than Shares held at the
date of the takeover bid by or on behalf of the offeror or associates or affiliates of the offeror)
are taken up and paid for by the offeror, or

•

not less than 66 /3% of the Shares are voted in favour of such proposal,

2

the Company shall have the option, exercisable within 60 days of the termination of the takeover bid or
completion of such sale, to require PPL to sell its Partnership Securities to the Company. The aggregate
price at which such Partnership Securities will be sold is equal to the consideration paid per Share pursuant
to such takeover bid or sale, multiplied by the number of Shares which PPL would be entitled to receive if
PPL exercised its Exchange Rights on the date of purchase or sale, as the case may be.
PPL has agreed in the Governance Agreement not to sell or otherwise dispose of any of its Partnership
Securities to any person other than the Company or a Related Party, provided in the case of a sale or
disposition to a Related Party, the Related Party becomes a party to the Governance Agreement together
with PPL.
Rights of Offer
Pursuant to the Governance Agreement, the Management Team (as defined below) and the Company have
rights of first offer in respect of certain transactions involving the sale of PPL business, as more particularly
described below. Pursuant to this right, none of the Overs Family (as defined below), PPL or any parties
related to them will enter into any agreement for a transaction (a ”Change of Control Transaction”) which, if
completed, would result in a Change of Control (as defined below) of PPL unless the Management Team is
first provided with the opportunity to acquire, directly or indirectly through one or more subsidiaries, the
assets and undertaking and/or the shares, as the case may be, of PPL (the ”PPL Business”) held directly or
indirectly by the Overs Family. The acquisition opportunity will be offered for consideration and on terms to
be set forth in a written notice (the “Right of First Offer Notice”) by PPL to the Management Team and the
Company. A Right of First Offer Notice must set forth a summary of the Change of Control Transaction and
details of its material terms, including the amount of the purchase price to be paid for PPL Business.
The Management Team’s right of first offer will expire if:
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•
•

the Management Team does not inform PPL and the Company in writing within 30 days after
the receipt of the Right of First Offer Notice that it desires to purchase PPL Business; or
the Management Team does not enter into an agreement with PPL, the Overs Family or the
relevant related party for the purchase of PPL Business within 30 days after the Management
Team informs PPL in writing that it desires to purchase PPL Business.

If the Management Team’s right of first offer expires as described above, the Company will then have the
right to pursue the acquisition opportunity described in the Right of First Offer Notice. The Company’s right
of offer will expire if it does not inform PPL in writing within 30 days after the expiry of the Management
Team’s right of first offer that it desires to purchase PPL Business, or if the Company (or a subsidiary entity)
does not enter into an agreement with PPL, the Overs Family or the relevant related party for the purchase
of PPL Business within 30 days after informing PPL in writing that it desires to purchase PPL Business.
PPL, the Overs Family or the related party may only enter into an agreement in respect of a Change of
Control Transaction if:
•

•

•

the amounts that would be received by PPL, the Overs Family or the related party upon
completion of the Change of Control Transaction, after taking into account the amount of
income taxes that would be payable under the Tax Act by PPL, the Overs Family or the related
party if the consideration payable in respect of the Change of Control Transaction were
immediately distributed to, or paid to, PPL, the Overs Family or the related party, is at least
equal to the purchase price to be paid by the Management Team or the Company, as
applicable, as set forth in the Right of First Offer Notice;
the terms of the transaction as contained in such agreement, when considered as a whole in a
commercially reasonable manner, having regard to the nature of the transaction and the
summary of the proposed transaction, as contained in the Right of First Offer Notice, are not
materially more favourable to the purchaser than the summary of the terms of the proposed
transaction contained in the Right of First Offer Notice; and
in the case of an agreement to purchase PPL Business, on or before the completion of the
transaction, the purchaser (including a “Successor Corporation” as defined below) enters into
an agreement with the Company and its subsidiary entities agreeing to assume the obligations
of PPL under all agreements with the Company and its subsidiary entities, including the
Governance Agreement and the Licence and Royalty Agreements.

If PPL, the Overs Family or the related party does not enter into such an agreement within 210 days after
the date the Right of First Offer Notice was given to the Management Team and the Company in respect of
such transaction, or a Change of Control Transaction permitted by the foregoing is not completed by the first
anniversary of the date upon which such Right of First Notice Offer was first given, none of PPL, the Overs
Family and the relevant related party may enter into an agreement that, if completed, would result in a
Change of Control, unless the Management Team and the Company is again provided with the opportunity
to acquire PPL Business in accordance with the foregoing.
A Change of Control is defined in the Governance Agreement as:
•

•

the direct or indirect acquisition by a person or persons, acting jointly or in concert, of beneficial
ownership (“acting jointly or in concert” and “beneficial ownership” are to be as defined in the
Securities Act in existence as of July 6, 2005) of 50% or more of PPL’s then outstanding voting
securities; or
the approval by the shareholder or shareholders of PPL of (a) an amalgamation involving PPL;
or (b) a complete liquidation or dissolution of PPL or the sale or other disposition of all or
substantially all of the assets of PPL.

Notwithstanding the foregoing, a Change of Control will be deemed to not occur if, following the completion
of the proposed transaction:
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•

•

•

the Overs Family or PPL would own, directly or indirectly, more than 50% of the combined
voting power of the then outstanding voting securities of the corporation or other entity (each a
“Successor Corporation”) (a) that has acquired 50% or more of the combined voting power of
PPL’s then outstanding voting securities, (b) resulting from an amalgamation involving PPL, or
(c) that acquires (including by virtue of a liquidation distribution) the assets and undertakings
previously owned by PPL, provided that, in the case of (a) or (c), the Successor Corporation
assumes all of the obligations of PPL under all agreements between PPL and the Company
and its subsidiary entities;
50% or more of the combined voting power of the outstanding voting securities of PPL (or, as
the case may be, a Successor Corporation) are held directly or indirectly by persons who are
employees of PPL (or, as the case may be, a Successor Corporation) or its affiliates, provided
that, in the case of a sale of the assets and undertakings of PPL, the Successor Corporation
assumes all of the obligations of PPL under all agreements between PPL and the Company
and its subsidiary entities; or
following a transaction that involves the transfer of shares of PPL or an amalgamation of PPL,
50% or more of the combined voting power of PPL’s then outstanding securities (or of a
Successor Corporation, in the case of an amalgamation) are held by the Overs Family, or by
employees of PPL or its affiliates, provided that in all cases, any such transferee of shares from
the Overs Family agrees to be bound by the terms of the right of first offer.

The right of first offer provisions will not apply to a Change of Control resulting from or related to pledges of
shares of PPL to (or indirectly held by) a bank or other financial institution or to the direct or indirect
realization on such pledge by the bank or other financial institution, including any related voting trust
arrangements. However, if the bank or other financial institution realizes on any pledge and such realization
would otherwise have resulted in a Change of Control, the Management Team will have the right,
exercisable for 60 days, to acquire PPL Business at its agreed or arbitrated fair market value for the
consideration and on the terms set forth in a Right of First Offer Notice by the bank or other financial
institution to the Management Team and the Company. To the extent that the right of first offer is not
exercised by the Management Team, the Company or a subsidiary entity will then have the right,
exercisable for a further 60 day period, to acquire PPL Business on the terms set out in the Right of First
Offer Notice delivered by the bank or other financial institution.
For the purposes of the right of first offer provisions of the Governance Agreement:
•

•

the “Management Team” includes one or more of the individuals who are senior officers of PPL
on the date of closing of the Company’s initial public offering and who continue to be employed
by PPL on the date that the Right of First Offer Notice is delivered, together with any other
person or company, provided a majority of the outstanding voting and non-voting securities are
beneficially owned and controlled by one or more of such management and individuals;
provided that, if a dispute arises among such individuals as to the exercise of the right of first
offer, such right may be exercised by a majority by number of such individuals to the exclusion
of the others; and
the “Overs Family” means the Estate of Michael Overs, together with any of his spouse, his
widow, his issue (including adoptees adopted prior to their age of majority and their issue) and
any trust in which any one or more of the foregoing individuals or the spouses of the issue
(whether surviving or not) of Michael Overs have a beneficial interest; provided that such a trust
shall only be included in the definition of “Overs Family” to the extent that it is reasonable to
regard any securities held by such trust as being held, directly or indirectly, for the benefit of
such individuals.

Other Matters
The Governance Agreement provides that none of the restrictions in the Governance Agreement will
prevent PPL or any subsidiary of PPL from pledging the Class B and Class D Units to a financial institution
as security for a bona fide loan to PPL or such subsidiary so long as the financial institution enters into an
agreement with the Company and the Partnership agreeing to be bound by the restrictions contained in the
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Governance Agreement and that, upon any realization upon the Class B and Class D Units, the Class B and
Class D Units will be exchanged for Shares through the exercise of the Exchange Rights.
The Governance Agreement provides that, as long as PPL continues to hold a 10% interest in the Company
and/or the Partnership on a combined basis, PPL will have a pre-emptive right to participate in any future
issuance of Shares or equity or debt securities convertible, exercisable or exchangeable for or into Shares
or equity securities of the Company, the Partnership or any subsidiary of the Partnership in order to maintain
PPL’s then current combined interest in the Company and/or the Partnership.

- 55 -

MARKET FOR SECURITIES
The outstanding Shares of the Company are listed on the Toronto Stock Exchange under the symbol
“PZA”. Prior to January 1, 2013, the Fund’s units were listed on the TSX under the symbol “PZA.UN”.
The following table sets forth the price range and average volume of the Fund’s units on the TSX for the
period January 1, 2012 to December 31, 2012.

Month

Low (C$)

High (C$)

Volume Traded

January 2012

8.56

9.24

307,332

February 2012

8.94

9.43

362,652

March 2012

9.21

9.4

392,024

April 2012

9.31

10.12

445,702

May 2012

9.85

10.75

333,399

June 2012

9.87

10.15

202,462

July 2012

10

10.41

318,274

August 2012

10.12

10.84

315,711

September 2012

10.44

10.92

291,905

October 2012

10.2

10.94

268,703

November 2012

9.97

10.49

238,358

December 2012

9.84

10.18

415,098

DIRECTORS AND MANAGEMENT
Directors of the Company
The Company will have a minimum of one Director and a maximum of ten. The Directors are to supervise
the activities and manage the affairs of the Company.
At December 31, 2012, the Company had five Directors, each of whom also served as a director of
Pizza Pizza GP. Directors are appointed at each annual meeting of Shareholders to hold office for a term
expiring at the close of the next annual meeting. The Directors must be “independent” of PPL as defined in
National Instrument 52-110 — Audit Committees.

Committees of the Board of Directors

The following table outlines the names, and province and country of residence of the current Directors of
the Company, together with their principal occupations.
Name and Province/
Country of Residence
(1)(2)

Arnold Cader
Ontario, Canada

Principal Occupation

Director/Trustee since

President, The Delphi
Corporation, Corporate Director

June 8, 2005
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Richard McCoy
Ontario, Canada

Corporate Director

June 8, 2005

(1)

Corporate Director

December 5, 2007

(1)

Corporate Director

June 8, 2005

Principal, Wright Consulting,
Corporate Director

June 8, 2005

Robert Nobes
Toronto, Canada
Terrance Reid
Ontario, Canada
(2)

Elizabeth Wright
Ontario, Canada

(1) Member of the Audit Committee
(2) Member of the Governance Committee

Audit Committee: As required by applicable securities laws, the Company’s board of directors has
established an audit committee to monitor the Company’s financial reporting, accounting systems and
internal controls, and to liaise with the Company’s external auditors. The audit committee consists of three
directors, each of whom is “independent” within the meaning of National Instrument 52-110 — Audit
Committees, subject to the provisions of that instrument. See “Audit Committee Information”
Corporate Governance Matters: The Company’s board of directors has established a governance
committee that assists the full board in developing the Company’s approach to governance issues, filling
vacancies among the Directors and periodically reviewing the composition and effectiveness of the Directors
and the contribution of individual Directors. The Governance Committee also oversees the relationship
between the Company and PPL, including advice on conflict of interest matters that may arise and review of
business plans and other information furnished by PPL under the Licence and Royalty Agreements.
The Directors are also responsible for adopting and periodically reviewing and updating the Company’s
written disclosure policy. This policy, among other things:
•
•
•
•

•

articulates the legal obligations of the Company, its affiliates and their respective directors,
officers and employees with respect to confidential corporate information;
identifies spokespersons of the Company who are the only persons authorized to communicate
with third parties such as analysts, media and investors;
provides guidelines on the disclosure of forward looking information;
requires advance review by the Directors of any disclosure of financial information to ensure the
information is not material, and establish policies and procedures to ensure that selective
disclosure of material information does not occur, provided that if it does occur, a news release
is issued immediately; and
establishes policies and proceedings relating to “black-out” periods immediately prior to and
following the disclosure of quarterly and annual financial results and immediately prior to the
disclosure of certain material changes during which the Company, its subsidiary entities and
their respective directors, directors, officers, employees and consultants may not purchase or
sell Shares or enter into derivative based transactions involving Shares.

Directors and Executive Officers of Pizza Pizza GP
The following table sets forth, for each of the directors and executive officers of Pizza Pizza GP, the
person’s name, province and country of residence, position held with Pizza Pizza GP and principal
occupation of each person who is a director or executive officer of Pizza Pizza GP:
Name and Province/
Country of Residence
(1)
Paul Goddard
Ontario, Canada

Principal Occupation
Chief Executive Officer and
President, Pizza Pizza Limited

Period of Service as a Director
since March 31, 2010
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(1)

Curt Feltner
Ontario, Canada
(2)(3)

Arnold Cader
Ontario, Canada

(2)

Chief Financial Officer, Pizza
Pizza Limited

since June 8, 2005

President, The Delphi
Corporation, Corporate Director

since June 8, 2005

Corporate Director

since June 8, 2005

Corporate Director

since June 8, 2005

Corporate Director

since December 5, 2007

Principal, Wright Consulting,
Corporate Director

since June 8, 2005

Richard McCoy
Ontario, Canada

(2)(3)

Terence Reid
Ontario, Canada

(2)(3)

Robert Nobes
Toronto, Canada

(2)

Elizabeth Wright
Ontario, Canada
(1)
(2)
(3)

PPL Nominee
Company Nominee
Member of the Audit Committee

All of the Directors of the Company and directors and executive officers of Pizza Pizza GP, other than Mr.
Goddard, have been engaged in their principal occupations or other senior positions with the firms and
organizations listed or their predecessors or affiliates for five years or more. See also “Matters to be
Acted upon at the Meeting - Biographies” in the Company’s Notice of Annual General Meeting of
Shareholders and Information Circular for its annual meeting of Shareholders dated May 29, 2013.
As at December 31, 2012, the Directors of the Company and the directors and executive officers of
Pizza Pizza GP, as a group, beneficially owned, directly or indirectly, or exercised control or direction over
1
an aggregate of 109,287 Shares of the Company .
Pursuant to the provisions of the Governance Agreement, the board of directors of Pizza Pizza GP is to
consist of eight individuals. Five directors are to be nominated by the Company (each of whom may be a
director of the Company and must be independent of PPL) and three directors are to be nominated by
PPL. PPL’s entitlement to nominate directors will be subject to PPL holding a 10% interest in the
Company, whether directly or indirectly through its Class B and Class D units of the Partnership which are
exchangeable for Shares. As at December 31, 2012, PPL had not exercised its right to nominate a third
director of Pizza Pizza GP.
Conflicts of Interest
PPL is a party to a number of material contracts with the Company and its subsidiaries, as disclosed in
this annual information form. To the best of the Company’s knowledge, and other than as disclosed in
this annual information form, there are no known existing or potential conflicts of interest between the
Company and any Director of the Company or any director or officer of Pizza Pizza GP.

1

15,000 Units are owned by The Delphi Corporation, which is directed by Mr. Cader.

- 58 -

AUDIT COMMITTEE INFORMATION
The Company has established an Audit Committee.
Audit Committee Mandate
The mandate of the Audit Committee is to provide assistance to the Board of Directors of the Company in
fulfilling its oversight responsibilities with respect to Pizza Pizza GP, the Partnership, and the Company by
reviewing the financial information that will be provided to Shareholders, the systems of corporate
financial controls which management and the board of directors have established and the audit process.
The mandate of the Audit Committee is attached hereto as Exhibit “A”.
Composition of Audit Committee
The members of the Audit Committee are Mr. Robert Nobes (Chairman), Mr. Arnold Cader and Mr.
Terence Reid. Each of Messrs. Nobes, Cader and Reid are independent and financially literate within the
meaning of National Instrument 52-110 – Audit Committee.
Relevant Education and Expertise
The following section lists the education and experience of each Audit Committee member that is relevant
to his responsibilities as a member of the Audit Committees.
Robert Nobes - Prior to retiring in 2003, Robert Nobes was a Senior Partner of KPMG. Mr. Nobes joined
KPMG in 1961. He has had exposure to large retail clients, both public and private. At KPMG, Mr. Nobes
was the partner in charge of the Greater Toronto Area professional practice; had responsibility for quality
control and risk management; and was a reviewing partner on securities matters. He was a member of the
board of directors of E.D. Smith Income Fund where he served as chair of the audit committee. He is a
Fellow of the Institute of Chartered Accounts of Ontario (FCA).
Arnold Cader - Mr. Cader is the President of The Delphi Corporation, a real estate and business consulting
firm he established in 1986. Prior to that, he served as Executive Vice President of Four Seasons
Hotels Inc. for seven years. Mr. Cader has served as an independent trustee on several family trusts and
estates. In addition, he has served on numerous public and private corporate and charitable boards.
Mr. Cader holds B.Comm and LLB degrees from the University of Toronto.
Terence Reid - Prior to retiring in December 2003, Terence Reid was President, Laketon Investment
Management. Prior to joining Laketon in March 2001, Mr. Reid was a Vice Chairman at Baystreetdirect.com.
Prior to joining Baystreetdirect.com in November 1999, Mr. Reid was the Vice Chairman of CIBC World
Markets Inc. Mr. Reid holds a diploma in law from the University of the Witwatersrand and an MBA from the
University of Toronto.
Pre-Approval Policies and Procedures
The Audit Committee must pre-approve all non-audit services to be provided to the Company and its
subsidiaries by the external auditors.
Auditors
The Company’s auditors are Ernst & Young LLP (“Ernst & Young”).

External Fees by Audit Category
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The fees billed by Ernst & Young for the period ended December 31, 2012 were $78,000 (2011 $89,000) for audit fees, $27,500 (2011 - $26,500) for audit-related fees, $13,000 (2011 - $13,000) for tax
fees and $40,000 (2011 - nil) for all other fees.

Audit Fees
Audit fees are the fees related to the external audit of the Company and its wholly owned subsidiary
companies and affiliated entities.
Audit-Related Fees
Audit related fees are for assurance and related services reasonably related to the performance of the
audit of the consolidated financial statements and are not reported under “Audit Fees” above.
Tax Fees
Tax fees include fees associated with the preparation of the corporate and trust tax returns, assistance
with responding to Canada Revenue Agency or provincial tax authorities and assistance with the
preparation of T3 and T5 summaries and their supplementary documents. It would also include Canadian
and US tax planning services, if any, commodity tax services and executive and other employee related
tax services.
All Other Fees
All other fees includes any other services provided not included above.
RISK FACTORS
An investment in the Company’s Shares involves a number of risks. In addition to the other information
contained in this annual information form, Shareholders should give careful consideration to the following
factors.
Risks Related to the Quick Service Restaurant Industry
Competition
The performance of the Company is directly dependent upon Royalty and interest payments received from
PPL. The amount of Royalty received from PPL is dependent on various factors that may affect the quick
service restaurant industry. PPL competes with other companies, including other well-capitalized franchisors
with extensive financial, technological, marketing and personnel resources and high brand name recognition
and awareness. Some of these competitors have been in existence for longer and may be better
established in the markets where Restaurants operated by PPL, its franchisee or Owner/Operators are, or
may be located. Experience has shown that a change in pricing or other marketing initiatives or promotional
strategies, including new product and concept developments, by one or more of the competitors could have
an adverse impact on PPL’s sales. There can be no assurance that PPL will be able to respond to various
competitive factors affecting the franchise operations of PPL in the quick service restaurant industry. Sales
of frozen pizza at Canadian grocery stores have increased over the past ten years. There can be no
assurance that sales of frozen pizza will not significantly impact the sales of Pizza Pizza and Pizza 73
Restaurants.
Retail Pizza Market and Changes in Consumer Taste
Pizza Pizza franchisees obtain a significant portion of their revenues from the sale of pizza, salads,
sandwiches and soft drinks and PPL receives fees from Pizza Pizza franchisees and from Pizza 73 Unit
Companies based on gross sales. The quick service restaurant industry is characterized by the frequent
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introduction of new products, accompanied by substantial promotional campaigns. In recent years,
numerous companies in the quick service restaurant industry have introduced products positioned to
capitalize on the growing consumer preference for food products that are, or are perceived to be, healthy,
nutritious, low in calories and low in fat content. Any significant event that adversely affects consumption of
pizza, salads, sandwiches and soft drinks, such as cost, changing tastes or health concerns, could
adversely impact the gross sales of Pizza Pizza and Pizza 73 Restaurants and consequently, the amount of
the Royalty payable to PPL.
Restaurant Industry
The performance of the Company is dependent upon the Royalty received from PPL. The amount of the
Royalty will be dependent upon System Sales, which is subject to a number of factors that affect the
restaurant industry generally and the quick service segment of this industry in particular, including the highly
competitive nature of the industry, traffic patterns, demographic considerations and the type, number and
proximity of competing quick service restaurants. Competitors include national and regional chains, as well
as independently owned restaurants. If PPL is unable to successfully compete in the QSR segment, System
Sales may be adversely affected, the amount of Royalty reduced and the ability of PPL to pay the Royalty
may be impaired. In addition, factors such as government regulations, inflation, publicity from any foodborne illnesses, increased food, labour and benefit costs, continuing operations of key suppliers and the
availability of experienced management and hourly employees may also adversely affect the gross sales of
the quick service restaurant industry in general and the gross sales by Pizza Pizza and Pizza 73
Restaurants in particular. PPL’s success also depends on numerous factors affecting discretionary
consumer spending, including economic conditions, disposable consumer income and consumer
confidence. Adverse changes in these factors could reduce guest traffic or impose practical limits on pricing,
either of which could reduce revenue of restaurants. This risk is heightened by the impact of social media.
Availability, Cost and Quality of Raw Materials
Sales by Pizza Pizza Franchisees and Pizza 73 Unit Companies are dependent upon the availability and
quality of the products used in the products sold by such Pizza Pizza Franchisees and Pizza 73 Unit
Companies. The availability and price of these commodities is subject to fluctuation and may be affected by
a variety of factors affecting the supply and demand of the products used in these products, such as beef,
demand for the products, disease and other factors. A significant reduction in the availability or quality of
products or increases in the prices of such products purchased by Pizza Pizza Franchisees and Pizza 73
Unit Companies resulting from any of the above factors could have a material adverse effect on gross sales
of Pizza Pizza and Pizza 73 Restaurants and could adversely affect the profitability of PPL-wide restaurant
operations, particularly if PPL is unable to reflect increased costs in the selling price of its product.
Additional Sales and Restaurant System Operations
The growth of the Royalty is dependent upon the ability of PPL to (i) maintain and grow the current system
of franchises and Unit Company locations, (ii) execute its current strategy for growth, (iii) locate new retail
sites in prime locations and (iv) obtain qualified operators to become Pizza Pizza Franchisees and Pizza 73
Owner/Operators. PPL has limited ability to fund growth itself through debt due to the arrangements relating
to the Amended and Restated General Security Agreement and the Pizza Pizza General Security
Agreement and this may be dependent on the identification, recruitment and training of suitable Franchsiees
and Owner/Operators and the financial capacity of its Franchisees and Owner/Operators to open new
stores. PPL faces competition for retail locations and Franchisees and Owner/Operators from its
competitors and from franchisors of other businesses. PPL’s inability to successfully obtain qualified
Franchisees and Owner/Operators could adversely affect its business development. The opening and
success of franchised restaurants is dependent on a number of factors, including availability of suitable
sites, negotiations of acceptable lease or purchase terms for new locations, permitting and government
regulatory compliance and the ability to meet construction schedules. Pizza Pizza Franchisees and Pizza 73
Owner/Operators may not have all these business abilities or access to financial resources necessary to
open a Pizza Pizza or Pizza 73 restaurant or to successfully develop or operate a Pizza Pizza or Pizza 73
restaurant in their franchise areas in a manner consistent with PPL’s standards.
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PPL provides training and support to Pizza Pizza Franchisees and Pizza 73 Owner/Operators, but the
quality of owner/operator and franchised operations may be diminished by any number of factors beyond its
control. Consequently, Pizza Pizza Franchisees and Pizza 73 Owner/Operators may not successfully
operate restaurants in a manner consistent with PPL’s standards and requirements, or may not hire and
train qualified managers and other store personnel. If they do not, the image and reputation of PPL may
suffer, and gross sales of the restaurants could decline.
The Closure of Restaurants may Affect the Amount of the Royalty
The amount of the Royalty payable by PPL is dependent upon the System Sales generated by Pizza Pizza
Franchisees and Unit Companies which is dependent, for its stability, on the number of restaurants that are
included in the Royalty Pool and the gross sales by these restaurants. Occasionally, restaurants close, and
while PPL is required to replace the gross sales that are lost as a result of the closure of restaurants with the
gross sales from new restaurants, or pay the Make-Whole Payment and Step Out Payments, there is no
assurance that PPL will be able to obtain sufficient new restaurants to replace the gross sales of the
restaurants that have closed, or will have the financial resources to make the Make-Whole Payment and
Step Out Payment. In addition, many of the remaining terms of the leases from which restaurants operate
are shorter than the remaining terms of the associated franchise agreements, and it will be necessary to
renew these leases or to obtain satisfactory alternate locations. There is no assurance that the leases will
be renewed or suitable alternate locations will be obtained and, in this event, the restaurant will close.
Franchise Fees and Other Revenues
The ability of PPL to pay the Royalty is dependent in part on the Pizza Pizza Franchisees’ and Unit
Companies’ ability to generate sales and to pay fees and other amounts to PPL. Failure to achieve
adequate levels of collection from Pizza Pizza Franchisees and Unit Companies could have a serious effect
on the ability of PPL to pay the Royalty. The profitability of PPL is also dependent on sales of products and
merchandise which is sold on a cost-plus basis to the restaurants. Events affecting the predictability of
PPL’s commissary operations could have a negative effect on revenues.
Revenue Reporting Risks
Pursuant to the controlling agreements, Franchisees and Unit Companies report net sales to PPL on a
weekly basis without audit or other form of independent assurance. PPL seeks to verify net sales through,
among other things, analytical reviews performed by management that consist of historical and year-to-date
comparisons of individual restaurant performance and performance within the system, and by comparing
purchases of raw materials by each restaurant against reported net sales. Furthermore, audits are
performed at random by an internal audit team on restaurants throughout the system. There can be no
assurance, however, that net sales reported is accurate and in accordance with the terms of the controlling
agreements.
Intellectual Property
The ability of PPL to maintain or increase its System Sales will depend on its ability to maintain “brand
equity” through the use of the Pizza Pizza and Pizza 73 Marks and the Pizza Pizza and Pizza 73 Rights. If
PPL fails to enforce or maintain any of its intellectual property rights, PPL may be unable to capitalize on its
efforts to establish brand equity. All registered trademarks in Canada can be challenged pursuant to
provisions of the Trade-marks Act (Canada), and if any Pizza Pizza and Pizza 73 Marks are ever
successfully challenged, this may have an adverse impact on System Sales and therefore on the Royalty.
The Partnership owns the Pizza Pizza and Pizza 73 Marks in Canada; however it will not own identical and
similar trademarks in other jurisdictions. Third parties may use such trademarks in jurisdictions other than
Canada in a manner that diminishes the value of such trademarks. If this occurs, the value of the
Pizza Pizza and Pizza 73 Marks may suffer and gross sales by restaurants could decline. Similarly, negative
publicity or events associated with PPL or its brand or business in jurisdictions outside of Canada may
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negatively affect the image and reputation of Pizza Pizza and Pizza 73 Restaurants in Canada, resulting in
a decline in gross sales by Pizza Pizza and Pizza 73 Restaurants.
Technology Concerns
PPL relies heavily on information systems, including online and digital ordering, point-of-sale processing in
the Restaurants, credit and debit transactions and other processes and procedures. PPL’s ability to
efficiently and effectively manage operations depends on the reliability and capacity of these technology
systems. PPL’s systems could be damaged or interrupted by power loss, telecommunication failures, acts of
God, computer viruses, physical or electronic break-ins, hacking or similar attacks. In particular, PPL may
experience occasional interruptions of its online ordering system, which makes online ordering unavailable
or slow to respond, negatively impacting sales and the experience of the customers. If the online ordering
system does not perform with adequate speed, PPL’s customers may be less inclined to return to the online
ordering system, as frequently or at all. Although PPL has put in place systems and procedures to minimize
technology failures, sales are subject to the risk of technology failures.
Dependence on Key Personnel
The success of PPL depends upon the personal efforts of senior management, including their ability to
retain and attract appropriate Franchisee and Owner/Operator candidates. PPL’s senior management team
consists of five persons. The loss of the services of one of more key personnel or their devotion of time to
other activities could have a material effect on the operations of PPL.
Franchisee and Owner/Operator Relations
PPL’s success is dependent on its relationship with its Franchisees and Owner/Operators. There can be no
assurances that PPL will be able to maintain positive relationships with all of the Franchisees and
Owner/Operators. Adverse publicity resulting from any such strained relationship may affect the sales of the
restaurants, regardless of whether such publicity is accurate. In addition, any challenges in the relationships
with Franchisees and Owner/Operators may have an adverse impact on the performance of affected
Restaurants and the ability of PPL to undertake new initiatives, and could result in the diversion of
management resources and increased administrative costs.
Concentration of Restaurants in the Greater Toronto Area
Approximately 200 Pizza Pizza Restaurants are located in the Greater Toronto Area. Adverse conditions,
such as power outages or localized health issues may have a negative impact on the restaurant industry
and the economy in general in Toronto. These incidents can adversely affect attendance at restaurants and
discretionary consumer spending, which may result in decreased patronage in the Pizza Pizza Restaurants
or force Pizza Pizza to reduce or cap prices. The occurrence, re-occurrence, continuation or escalation of
such local or regional events or circumstances could reduce revenue for PPL and thus adversely affect the
Royalty.
Potential Litigation and Other Complaints
PPL, Franchisees and Owner/Operators may be the subject of complaints or litigation from guests alleging
food-related illness, injuries suffered on the premises or other food quality, health or operational concerns.
Adverse publicity resulting from such allegations may materially affect the sales by restaurants, regardless
of whether such allegations are true or whether PPL, a Franchisee, or an Owner/Operator is ultimately held
liable.
Risks Relating to the Pizza 73 Acquisition
There may be liabilities that PPL and the Partnership failed to discover or were unable to quantify in their
due diligence prior to the closing of the Pizza 73 acquisition, and they may not be fully indemnified for
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some or all of these liabilities. The discovery of material liabilities could have a material adverse effect on
the business, financial condition or future prospects of the Company, the Partnership and PPL.
The agreement under which PPL acquired Pizza 73 contains various representations and warranties of
the Pizza 73 shareholders. The Pizza 73 shareholders have agreed to indemnify PPL from, among other
things: (i) claims or losses relating to the breach of any such representations or warranties; and (ii) the
failure of the Pizza 73 shareholders to perform any of their respective covenants under the agreement.
Any claim for breach of a representation and warranty must be made before the expiry of a specified
period. It is not certain that the Pizza 73 shareholders will have sufficient assets to satisfy any claims for
indemnification at the time an indemnification claim is made or a judgment respecting such a claim is
entered. As a result, there can be no assurance that PPL will be able to recover from the Pizza 73
shareholders the full amount of any damages suffered by it in respect of any of the matters covered by
these indemnity provisions.
PPL, its predecessors and the Unit Companies have taken certain positions in their tax filings that they
believe are reasonable and appropriate but there is no assurance that the CRA will not challenge these
positions. A challenge to these filing positions that Pizza 73 and the Unit Companies have taken, if
successful despite the entities’ efforts to defend their original position, could result in Pizza 73 and the
Unit Companies being required to pay additional taxes (including penalties and interest) and the amount
of such additional taxes could be material to Pizza 73 and the Unit Companies. The payment of such
additional taxes (including penalties and interest) could have a material adverse effect on the operations
and financial condition of Pizza 73 and the Unit Companies. None of Pizza 73 or the Unit Companies are
currently subject to any assessment, reassessment or determination issued against them by CRA.
Risks Related to the Structure of the Company
Dependence on PPL
The sole source of revenue of the Company is the Royalty payable to the Partnership and the interest on
the PPL Loan payable to the Trust, by PPL. PPL collects franchise fees, administrative fees, and other
amounts from Franchisees and Owner/Operators and generates revenues from its corporate restaurants. In
the conduct of the business, PPL pays expenses and incurs debt and obligations to third parties. These
expenses, debts and obligations could impact the ability of PPL to pay the Royalty to the Partnership and
interest on the PPL Loan to the Trust.
The Partnership and the Trust are each entirely dependent upon the operations and assets of PPL to pay
the Royalty to the Partnership and interest on the PPL Loan to the Trust, and each is subject to the risks
encountered by PPL in the operation of its business, including the risks relating to the quick service
restaurant industry referred to above and the results of operations and financial condition of PPL.

Leverage and Restrictive Covenants
The Partnership has third-party debt service obligations under the Term Facility. See “Description of the
Business – The Partnership — Term Facility and Operating Facility”. The degree to which the Partnership is
leveraged could have important consequences to the holders of the Shares, including: (i) a portion of the
Partnership’s cash flow from operations are dedicated to the payment of the interest on its indebtedness,
thereby reducing funds available for distribution to the Company; and (ii) certain of the Partnership’s
borrowings may be at variable rates of interest, which exposes the Partnership to the risk of increased
interest rates.
The Term Facility contains numerous restrictive covenants that limit the discretion of the Partnership’s
management with respect to certain business matters. These covenants place restrictions on, among other
things, the ability of the Partnership to incur additional indebtedness, to create liens or other encumbrances,
to pay distributions or make certain other payments, investments, loans and guarantees and to sell or
otherwise dispose of assets and merge or consolidate with another entity. A failure to comply with the
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obligations in the Term Facility could result in an event of default which, if not cured or waived, could permit
acceleration of the relevant indebtedness and acceleration. If the indebtedness under the Term Facility was
to be accelerated, there can be no assurance that the Partnership’s assets would be sufficient to repay in
full that indebtedness.
The Partnership has to refinance its available credit facilities or other debt and there can be no assurance
that the Partnership will be able to do so or be able to do so on terms as favourable as those in place on the
closing of the offering. If the Partnership is unable to refinance these credit facilities or other debt, or is only
able to refinance these credit facilities or other debt on less favourable and/or more restrictive terms, this
may have a material adverse effect on the Partnership’s financial position, which may result in a reduction or
suspension of cash distributions to Shareholders. In addition, the terms of any new credit facility or debt may
be less favourable or more restrictive that the terms of the existing credit facilities or other debt, which may
indirectly limit or negatively impact the ability of the Company to pay cash distributions.
The Term Facility contains restrictive covenants that limit the discretion of the Partnership with respect to
certain business matters. In certain circumstances, these restrictive covenants may restrict the cash
available for distribution by the Partnership to the Company, and therefore the cash ultimately available for
distribution to Shareholders.
Borrowings by PPL could adversely affect PPL’s ability to pay the Royalty, the Make-Whole Payments and
Step Out Payments.
Cash Distributions are Not Guaranteed and Will Fluctuate with the Partnership’s Performance
Although the Company intends to distribute the income earned by the Company less taxes and other
expenses of the Company, there can be no assurance regarding the amounts of income to be generated by
the Company or the Partnership. The actual amount distributed in respect of the Shares will depend upon
numerous factors, including payment of the Royalty. The Company will also incur expenses as a public
issuer, which will reduce cash available for distribution. The market value of the Shares may deteriorate if
the Company is unable to maintain or increase dividend levels in the future, and that deterioration may be
significant.
The Company May Issue Additional Shares Diluting Existing Shareholders’ Interests
The the Company’s articles allow for the issuance of an unlimited number of Shares. Additional Shares will
be issued by the Company upon the exchange of the Class B Units and Class D Units.
Government Regulation
PPL and its Franchisees and Unit Companies are subject to various federal, provincial and local laws in
respect of the operation of restaurants. Each restaurant is subject to licensing and regulation by a number of
governmental authorities, which may include alcoholic beverage control, authorities enforcing smoking laws,
health and safety laws and fire laws. Difficulties in obtaining, or failures to obtain, the required licences or
approvals could delay or prevent the development of a new restaurant in a particular area. Developing new
Pizza Pizza and Pizza 73 Restaurants in particular locations requires licences and land use approval, and
could be delayed by difficulties in obtaining such licences and approvals or by more stringent requirements
of local government bodies with respect to zoning, land use and licensing. PPL is also subject to
environmental regulations, including regulations pertaining to packaging, and pays levies to the
governments which are ultimately recovered from its Franchisees. Such direct tax costs may increase or
decrease.
Franchise Regulation Risk
The complete failure to provide a disclosure document pursuant to the laws and regulations under the
franchise disclosure laws of certain Canadian provinces provides the franchisee with a two year absolute
right of rescission. If a disclosure document is not provided within the time required by the provincial
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legislation, or if the contents of the disclosure document do not meet the requirements of the laws or
regulations, the franchisee is provided with a sixty day right of rescission. The statutory right of rescission
gives the franchisee the right to receive back all monies paid, and to recover for its losses, if any. The
Ontario legislation also provides a franchisee with a statutory right of action to sue if a franchisee suffers a
loss because of a misrepresentation contained in the disclosure document, or as a result of the franchisor’s
failure to comply with its disclosure obligations. These rights are in addition to any rights that might exist at
common law.
Laws Concerning Employees
The operations of restaurants are subject to minimum wage laws governing such matters as working
conditions, overtime and tip credits. Significant numbers of the Restaurants’ food service and preparation
personnel are paid at rates related to the minimum wage, and accordingly, further increases in the minimum
wage could increase the restaurants’ labour costs.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS
PPL has entered into the Licence and Royalty Agreements with the Partnership, and holds Class B Units
and Class D Units. See “General Development of the Business” and “Licence and Royalty” for a description
of these transactions and the Company's other relationships with management of Pizza Pizza GP, PPL and
their respective affiliates and associates.
During PPL’s three most recent fiscal years ended, it was party to the following transactions with related
parties:
•

•
•

PPL rented restaurants and other premises, including the Toronto commissary, the Pizza Pizza
University facilities and its head office, from companies controlled by the Overs Family, in the
amounts of approximately $2,120,000, $2,716,000 and $3,595,000 for the fiscal years ended
2012, 2011, and 2010, respectively.
PPL purchased food from a company controlled by the Overs Family in the amounts of
approximately $6,467,000, $6,451,000 and $9,560,000 for the fiscal years ended 2012, 2011,
and 2010, respectively.
PPL earned management fees from companies controlled by the Overs Family in the amount of
$300,000, $1,560,000, and $1,760,000 for the fiscal years 2012, 2011, and 2010, respectively.

See also Note 24 to the consolidated financial statements of PPL for the period ending December 30, 2012,
which note is incorporated by reference herein.
LEGAL PROCEEDINGS
PPL and the Company are not aware of any litigation outstanding, threatened or pending as of the date
hereof by or against the Company, the Partnership, Pizza Pizza GP or PPL which would be material.

AUDITORS, TRANSFER AGENT AND REGISTRAR
The auditors of the Company are Ernst & Young LLP, Chartered Accountants, 222 Bay Street, Toronto,
Ontario, M5K 1J7.
The transfer agent and registrar for the Shares is CIBC Mellon Trust Company, and Canadian Stock
Transfer Company Inc. acts as the Administrative Agent for CIBC Mellon Trust Company, at its principal
transfer office in Toronto, Ontario.
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MATERIAL CONTRACTS
The following are the only material contracts, other than in the ordinary course of business, which have
been entered into by any of the Company, the Partnership or Pizza Pizza GP during the year ended
December 31, 2012, or in a prior year end remaining in effect, other than in the ordinary course of business,
are as follows:

a) the Licence and Royalty Agreements and the Amended and Restated General Security
Agreement referred to under “Licence and Royalty”;
b) the Governance Agreement referred to under “Management and Corporate Governance of
Pizza Pizza GP”;
c) the Exchange Agreement referred to under “Description of the Partnership - The Exchange
Rights”;
d) the Limited Partnership Agreement referred to under “Description of the Partnership”;
e) the Administration Agreement referred to under “Description of the Company – Company
Administration”; and
f) the arrangement agreement pursuant to which the Conversion was implemented.
INTERESTS OF EXPERTS
The Company’s auditors are Ernst & Young and the consolidated annual financial statements for the year
ended December 31, 2012 have been filed under National Instrument 51-102 – Continuous Disclosure
Requirements in reliance on the report of Ernst & Young given on their authority as experts in auditing
and accounting. To the knowledge of the Company, Ernst & Young are independent with respect to the
Company and its subsidiaries in accordance with the rules of professional conduct of the Institute of
Chartered Accountants of Ontario.
ADDITIONAL INFORMATION
Additional information relating to the Company may be found on the System for Electronic Document
Analysis and Retrieval at www.sedar.com and at www.pizzapizza.ca. Additional information, including
the remuneration and indebtedness of directors and officers of the Company and its subsidiaries,
principal holders of the Company’s securities, options to purchase securities and interests of insiders in
material transactions, is contained in the Company’s information circular for its annual meeting of
Shareholders. Additional financial information is provided in the Company’s financial statements and
management’s discussion and analysis for the fiscal year ended December 31, 2012.
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EXHIBIT “A”
PIZZA PIZZA ROYALTY CORP.
AUDIT COMMITTEE CHARTER
OVERVIEW
Pizza Pizza Royalty Corp. (the “Company”) owns, through Pizza Pizza Royalty Limited Partnership (the
“Partnership”) the trademarks, trade names and other intellectual property and associated rights
(collectively, the “Rights”) used in connection with Pizza Pizza and Pizza 73 restaurants in Canada that
are operated by Pizza Pizza Limited (“PPL”), its franchisees and operators. The Rights have been
licensed to PPL pursuant to two separate licence and royalty agreements (the “Licence and Royalty
Agreements”) in consideration of which the Partnership is entitled to receive a royalty payment based on
the system sales of a defined pool of restaurants. Accordingly, the financial performance of the Company
and its subsidiaries is dependent on the effective operation and management of the restaurant system,
and on PPL’s performance of its obligations under the Licence and Royalty Agreements and the other
related agreements between PPL and the Company and its subsidiaries (the “PPL Agreements”). These
obligations include the timely provision of financial and other information to the Company and its
subsidiaries to enable the Company to develop its budget, capital plans and dividend policy, to monitor
PPL’s compliance with the PPL Agreements and to satisfy the Company’s continuous disclosure and
other obligations as a reporting issuer under applicable securities laws.
Although the Company does not hold a direct or indirect equity interest in PPL and is not otherwise
entitled to control or direct the Pizza Pizza business, this Charter recognizes that the contractual and
other relationships between the Company and its subsidiaries, on the one hand, and PPL, on the other
hand, require a coordinated approach to accounting and financial reporting issues to support the
Company’s compliance with its obligations as a reporting issuer. This Charter also recognizes that
certain functions of the Company may be performed by the directors or management of Pizza Pizza GP
Inc. (“Pizza Pizza GP”) or PPL.
Mandate of the Audit Committee
1. The Audit Committee shall be comprised of three or more trustees as determined by the board of
directors of the Company (the “Board”), each of whom shall be independent directors within the
meaning of National Instrument 52-110 - Audit Committees, as amended from time to time, free from
any direct or indirect material relationship with the Company or any other relationship that, in the
opinion of the Board, would interfere with the exercise of his or her independent judgment as a
member of the Audit Committee.
2. All members of the Audit Committee shall be financially literate.
3. The Audit Committee shall meet at least quarterly, prior to the release of quarterly financial results.
Additional meetings may be held if deemed necessary at the call of its Chairperson. A majority of the
members of the Audit Committee shall constitute a quorum at any meeting.
4. The Audit Committee shall review with management of Pizza Pizza GP and of PPL and the external
auditors, and shall recommend to the Board for action, all public financial reports and other public
financial information that require Board approval, including:
a.
b.
c.
d.

annual and interim earnings press releases;
the Company’s interim and annual audited financial statements;
the Company’s Management’s Discussion and Analysis; and
financial information of the Company included in the Annual Report to Shareholders, the
Company’s Annual Information Form or in any prospectus or offering document.
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5. The Audit Committee, through discussions with management of Pizza Pizza GP and of PPL and with
the external auditors, shall satisfy itself that:
a. financial statements are presented fairly, in all material respects, in accordance with generally
accepted accounting principles;
b. appropriate accounting policies and practices have been selected and applied consistently;
c. there is an appropriate basis for significant estimates requiring the exercise of management
judgment; and
d. significant, contingent liabilities are appropriately accounted for or disclosed.
6. The Audit Committee, through discussions with management of Pizza Pizza GP and of PPL and with
the external auditors, shall satisfy itself that:
a. management of Pizza Pizza GP and of PPL has established appropriate and cost-effective
systems of internal control to safeguard assets, manage significant business risks and ensure
accurate and timely financial reporting;
b. significant observations, if any, of external auditors regarding internal controls are
appropriately considered and dealt with; and
c. management has established appropriate procedures to comply with applicable legislation for
the remittance of certain taxes, pension monies and employee remuneration.
7. The Audit Committee shall receive reports from and hold discussions with the external auditors to
ensure that:
a. the audits are appropriate in scope and extent, properly planned and conducted effectively;
b. significant resolved and any unresolved issues between auditors and management have
been brought to its attention;
c. the principal risks of the Company’s activities have been identified and appropriate systems
have been implemented to manage these risks; and
d. the integrity of the Company’s internal control and management information systems is
satisfactory.
8. The Audit Committee has the ultimate authority and responsibility to review and recommend to the
Board for action:
a. fees paid to the external auditors; and
b. the appointment of external auditors.
9. The Audit Committee shall ensure the receipt from the external auditors of a formal written statement
delineating all relationships between the auditors and the Company, PPL and their respective
subsidiaries to satisfy itself with respect to the external auditors’ independence.
10. The Audit Committee shall receive and review the minutes of the audit committees, if any, of whollyowned subsidiary or controlled subsidiary and majority-owned companies. The Audit Committee may
perform any other activity consistent with this Charter, the Company’s constating documents and
governing law as the Committee or the Board deems necessary or appropriate.
11. The Company must require its external auditors to report directly to the Audit Committee.
12. The Audit Committee is directly responsible for overseeing the work of the external auditors engaged
for the purpose of preparing or issuing an auditor’s report or performing other audit, review or
attesting services for the Company, including the resolution of disagreements between management
and the external auditor regarding financial reporting.
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13. The Audit Committee must pre-approve all non-audit services to be provided to the Company or its
subsidiaries by the Company’s external auditors.
14. The Audit Committee must review and approve the hiring policies adopted by the Company and its
subsidiaries regarding partners, employees and former partners and employees of the present and
former external auditors. The Audit Committee will liaise with PPL with respect to PPL’s hiring
policies as they related to such persons.
15. The Audit Committee has the authority:
16. to engage independent counsel and advisors as it determines necessary to carry out its duties;
a. to set and pay the compensation for any advisors employed by the Audit Committee; and
b. to communicate directly with the external auditors.
17. The Audit Committee shall review and update this Charter annually and present it for Board approval.
18. The Audit Committee must be satisfied that adequate procedures are in place for the review of the
Company’s public disclosure of financial information extracted or derived from the Company’s financial
statements and must periodically assess the adequacy of those procedures.
19. The Audit Committee must establish procedures for:
a. the receipt, retention and treatment of complaints received by the Company and its
subsidiaries regarding accounting, internal accounting controls or auditing matters;
b. the confidential, anonymous submission by employees of the Company and its subsidiaries
of concerns regarding questionable accounting or auditing matters.

